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EXECUTIVE SUMMARY

Section | —Introduction and Objectives

The Government of India has recently opened the insurance sector to competition after an
extensve period of dae-owned monopolies. The Insurance Regulation and Development
Authority (IRDA) was cregted to serve as the regulator of the business of insurance.

USAID has been asked by IRDA to provide technical assstance and training under the Indo-US
Financid Inditutions Reform and Expanson (FIRE) Program in order to promote and support
development of the sector.

The objective of the Task Order executed with Barents Group of KPMG Consulting was to
identify opportunities for USAID intervention with technicd assstance and associated training
in the following arees.

Ingtitutiond capacity for regulaion and supervison by the IRDA

Development of the hedlth insurance and managed hedlth care sector

The datus of management information processes a both the IRDA and within the insurance
industry

The status of consumer protection in the business of insurance

The adequacy of the professond training, research and educetion infrastructure and
curriculum

Opportunities for broadening and degpening the insurance marketsin India

The assessment was conducted using the following standards in evaluaing possble USAID
interventions:

The degree to which any intervention will support Strategic Objective 11 of the Misson (
Increased Capecity of Financid Makets and Government to Transparently and Efficiently
Mobilize Resources).

Whether the interventions will be reasonably caculated to result in building inditutiona
capacity in the insurance sector.

Whether the interventions necesstry are those for which USAID/India has comparative
advantage.

Consciousness of the activities of other donors or other resources available to IRDA, the
supporting professions or the commercial marketplace.

An awareness of the issues and congraints that may affect the success of any interventions.
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Section |1 -- Discussion and Analysis of Issuesand Congraints

Task 1. Inditutiona capacity for regulation and supervison by the IRDA
" Themain technicd and competency issuesfacing IRDA are:

a

a

Lack of technica competence and training on solvency supervison

Lack of competence, data and training to put in place a risk-sendtive ealy warning
system to identify troubled insurers

Training on dam adminidration oversght
Lack of technicad competence and training on pricing of insurance products

The need for a compendium of insurance accounting principles adhering to internationd
dandards and the production of an industry audit guide for insurance companies for use
by statutory auditors

Lack of procedural manuas for al processes of an insurance supervisor
Capacity for introducing arisk-classfication sysem

Lack of a mandatory vauation mortdity table condructed usng generdly accepted
actuarial standards

Lack of effective oversight control over foreign reinsurance

IRDA needs a table of organization that manages the core functiond activities of insurance
supervison. These are:

Q.)' g_)/ gy m/ gy g_)/ Qy Q_)/ g_); Q.)' g_)/ gy m/

Legd

Actuarid

Off-gtefinancid supervison

On-dte ingpections

Market conduct examinations

Consumer affairs

Licensng of dl market participants
Reinsurance

Review of contracts and rates

Information Technology Support

Human resources and other supportive services
Top-levd palicy andyds capacity
Co-ordination with regulators of other financid ingtitutions

Task 2. Development of the hedlth insurance and managed hedth care sector

“Hedth insurance’ needs to be defined to address dl risk-trandfer or intermediation stuations,
including hedlth insurance and managed hedthcare.
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Currently, public and private schemes provide financing and provison of hedthcare to around
only 10% of the population (100 million people). There is an absolute need to properly develop
far and competitive hedth insurance and managed hedthcare markets to expand access and
coverage, to mobilize resources, and to obtain cost-effectiveness and qudity of care.

Some key issues and congtraints are the following:

Lack of nationa hedlthcare policies.

Absence of proper standards and procedures and their implementation for the licensng and
accreditation of hedthcare facilities and professionas.

Unregulated and undirected flourishing of high-tech hospitdls and laboratories causing
further digtortions in the hedthcare system.

Lack of reliable and sequentid hedlthcare Satidtics.

Extremdy high out-of-pocket hedthcare financing (75%) a the point of service, manly pad
by low-income people.

Extremely low public expenditures in hedthcare at less that 1% of GDP (US$18 hillion).

Obgtacles of this nature are not uncommon in environments in which the public sector played a
monopolidic role. The private sector will enter into the Indian hedth insurance market if
conditions are lad out for a far and compstitive setting, with proper but not cumbersome
regulations.

Tak 3. The datus of management information proceses at both the IRDA and within the
insurance industry

IRDA needs to be able to use the data it is requesting from insurers. These data are (or should be)
ddidics intimately related to the financia condition (both current and prospective) of the
inaurers. Information is the foundation of solvency supervison and it must be reiable and
andyzed rapidly and efficiently.

Moreover, the insurance companies need reliable and actuaridly credible datistics in order to
predict loss costs and desgn premium rates. The insurance industry has not maintained these
types of data in the form and in the detall tha is required. The state-owned insurers have no
incentive to share their information with their competitors.

Hence, there will need to be a commitment to requiring by law or regulaion dl of the insurers to
report raw loss costs and ultimate mortaity and morbidity data (these are not trade secrets in
these media) plus losses based upon classfication of risk.

Task 4. The satus of consumer protection in the business of insurance

The IRDA Act mandated the Authority to ensure the “protection of the interest of policy
holders...” The ability and effectiveness of the IRDA in peforming this enormous task depend
primarily on the drength of its organizationd set-up and human resources. At this point these
platforms are inadequate.
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IRDA needs to use its authority to formulate, issue and implement regulaions to provide
dandards of best practices in the industry.

IRDA must build its technical and adminidirative competence of the IRDA to:

a Edablish a Consumer Affars Office under its auspices to monitor, receive and promptly
handle consumer complaints.

a Edablish and mantan competent human resources to review and assess aufficiency of
substance and reasonableness of policy forms, premium raes, and other filings of
insurance products being offered in the market.

a Edablish an effective mechanism to monitor and assess existing business conducts and
undertake financia and market survelllance.

a Buld the compeence of df-regulatory inditutionsorganizations adopting  drict
membership rulesin conformity with internationally accepted standards.

Task 5. The adequacy of the professond training, research and education infrastructure and
curriculum

There are two main issues respecting the date of gpecidized insurance education avalable in
Inclia:

Are there aufficiently qudified professonds in the various areas concerning insurance for
the industry to develop in a solid and modern fashion?

What are the training needs for IRDA to achieve levels of high competency and excedlence as
the insurance, and eventudly the pensions, regulator?

Like any new or restructured industry insurance needs to rely on capable, wel trained, updated,
and dedicated human resources. There appears to be an excedlent infragtructure upon which
improvements can be based.

The opening of the insurance market to competition poses the following questions:

Is the current educational and training infragtructure able to saisfy the needs of the new
Indian insurance industry?

Will the private insurance sector edtablish its own training establishments to the detriment
and possible demise of part of the existing State insurance-oriented training infrastructure?

IRDA’s only concern as the regulator is that wel-qudified insurance professonds are being
produced. However, IRDA has the further role of assgting in the development of the insurance
sector 0 it must act as aleader in encouraging modernization and expangion of the curriculum.

IRDA is in the process of completing hiring its personnd. So far, both & the management and
technica levels, human resources come from the public sector, mainly from the State insurance
system. IRDA’s senior management acknowledges the weaknesses of the current staff and of the
daff it may be ableto bring into IRDA.
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The current curricula of the formdized educationd inditutions are not desgned to train
insurance regulators. Accordingly, IRDA has an interest in encouraging design of such courses.

Task 6. Opportunities for broadening and deepening the insurance marketsin India

The issues and condraints in relation to the initiatives to broaden and deegpen the Indian
insurance market are:

The technicd and adminidrative competence of IRDA to adminider and regulate a free
market insurance environment

The willingness of the date-owned companies to open the market under conditions of far
play and competition

The lack of locd tdents with technica expertise and experience operaing an insurance
businessin afree market.

LIC's “exclusve’ access to “subddized” insurance. This condition will certainly affect the
ability and willingness of the private sector to aggressvely devdop a maket in the
economically deprived sector.

The immediate and growing needs to upgrade the technicd and professiona expertise of
locd industry professionals.

The overdl lack of insurance awareness and responsveness in the economicdly deprived
sector. This sector makes up the greater mgjority of the market.

Section 111 -- Suggested Program of Technical Assistance and Associated Training

IRDA's Inditutiona Capacity

A rational and sequenced plan for technica assstance and associated training intended to build
cgpacity within IRDA could include the following dements:

The technical competence of the IRDA to formulate, issue and implement regulations to provide
standards of best practices in the industry, particularly in the following key issues:

Preparation of comprehensve manuds for off-gte financid condition andyss and for on-gte
ingpections

Licenang and presaribing minimum  finenda and  professond  requirements for  non
traditiona channds of product distribution.

Prescribing minimum  disclosure requirement in the solicitation and sde of insurance and
life-financial services products.

Prescribing suitability requirements for owners, directors and officers of insurers and other
risk-takers.

Prescribing rules governing insurance holding companies, affilistes and subsdiaries.
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Egablish of a Consumer Affairs Office under its auspices to monitor, receive and promptly
handle consumer complaints.

Establish and maintain competent human resources.

Edablish an effective mechanism to monitor and assess existing business conducts and to
undertake financial and market surveillance and/or “on-gte’ examindtions.

The legd limitation of the IRDA to exercise its powers to promulgate regulaions other than
for technical and adminigrative matters

The ability of the IRDA to manage and direct the utilization of its funds

Avallability and competence of odf-regulatory inditutions/organizations to adopt drict
membership rules in accordance with the sandards internationa standards.

Technical assistance and training to build an organizational and institutional framework and to
develop qualified professionals.

USAID should focus only on process-based training and leave broader knowledge-based
traning to others This involves “hands-on” guidance in red-life insurance supervisory
dtuations and being ale to do the job daly. This is where USAID has a dgnificant
comparative advantage because it can cal on a number of resources in the USA — such as the
Nationd Association of Insurance Commissoners, the Internationd Insurance Foundations
and the Internationd Insurance Council — to provide practicd training.

The insurance indudtry, with the overdght of IRDA, mug actively promote the formation of
SROs and other professiond organizations.
Hedlth Insurance and Managed Hedlthcare

The following broad aress are identifidble needs for IRDA technicd assigtance and training in
which USAID has strong comparative advantages with its ability to cal upon resources adle to
assg in building arationd private hedth insurance and managed hedlthcare sysem.

Institutional capacity. To cope with these chalenges, IRDA needs to build its regulatory
capacity. So far, IRDA hes completed the compogtion of its high management with a
progressve and widdy respected Chairman. IRDA should condder the establishment of a Hedlth
Insurance Unit or Department.

IRDA will have to develop the technica capacity for the issuance of regulations related to hedth
insurance and managed care. Examples include, for instance:

Capitd and gaffing requirements;

Intermediaries such as Third Party Adminigtrators, and agents;
Minimum requirements for health insurance contracts;

Risk poaling;

Resource dlocation;

Multi-payer systems,
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Performance-based contracts;
Purchasing regulations,
Governance and monitoring;
Actuarid requirements,
Standards for claim payments;
Advertiang;

Prudentia regulations,
Reporting; and

Claims settlement procedures.

Ministry of Health. There is a clear perception that one of the mgor problems in the hedthcare
sector is the unregulated and low quality of providers. It seems obvious that the MOH needs to
improve the licensng and accreditations procedures to ensure minimum qudity of care
Licenang of hedthcare professonds incuding physicians, nurses, technicians both in western
and traditiond medicine, and accreditation and re-accreditation of dl hedthcare fadilities,
induding hospitds, dinics, ambulatories, pharmacies, |aboratories, and other medica providers,
should be a priority.

Management information processes at both the IRDA and within the insurance industry

The IRDA database needs are particularly within the area of comparative advantage for USAID
gnce it has dgnificant experience in technical assstance projects that have designed databases
for virtudly dl types of financid inditutions regulators. Accordingly, IRDA will need technica
assgtance and training in the following aress.

Data management;

Cresting a central shared database;
User functiond requirements;

Data entry and submission;

System requirements;

Report specifications,

Data ownership;

Data storage.

The indudtry-specific database should be operated by a “rating and datistical organization”
(RSO). This organization should be owned, operated and funded by the insurers and IRDA
interest will be as its regulaor. Thus, USAID ought not to appropriate technicd assstance
resources to the actud operation and methodology of the RSO. However, to the extent that IRDA
has a function, technica assstance can be useful in:

|dentifying the levd of sophidication exigent in the industry and the &bility of insurers to
organize and operate a satistica organization dedicated to rate-making procedures

Describing a plan for IRDA to begin the leadership of this task because it is in the interest of
IRDA to have religble gatidtical information in the indusiry
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Presenting the legal and other prerequisites that need to be resolved in order to inditute such
an organization and process and assure IRDA qudity control.

Consumer protection

We have identified the following areas for effective USAID intervention:

Assg the IRDA in setting up afunctiond table of organization.

Assst the IRDA in devdoping prudentid and regulatory provisons to reinforce the
soundness of the insurance market and the protection of consumers of insurance products.

Asss the IRDA in developing stricter business conduct standards.

Assg the IRDA in developing adegquate insurance contract laws, rules governing contractud
rights and obligations and related sanctions.

Assg the IRDA in formulating and adopting adequate, effective and prompt messures to
prevent companies from defaulting in their contractud obligations and a mechanism to
secure orderly business run-off and/or portfolio transfer to other sound companies.

Assg in the building and renforcement of sdf-regulatory principles and organizations tha
will supplement and complement the regulatory structure.

Assg in the building and development of strong principles of corporate governance and to
precribe guidelines designed to encourage the industry to promote and adopt training
dructures for industry practitioners.

Assg in edablishing an agency or facility specidly empowered to mediate or abitrate
industry disputes and consumer’ s complaints.

Assg in establishing standards prescribing suitability requirements of owners, directors and
officers of insurers and other risk-taker practitioners.

The adequacy of the professional training, research and education infrastructure and curriculum

Formd Training Establishments

It would be important to have independent and objectives ratings of the many educationd
inditutions. IRDA could benefit from USAID’'s expertise in atracting advisors who would
be able to st up the necessary mechanisms for certifying the educationd qudity, but only to
the extent it serves aregulatory purpose of IRDA.

Insurance Agents Training.

Professona Associations (Sdf-Regulatory Organizations) While the SROs are theoreticaly
not a matter for supervisors, IRDA has a regulatory interest in the development of SROs.
USAID has adefinite role in asssting IRDA in promoting competent and disciplined SROs.

The number of qudified actuaries is in extremdy short supply. Notably, there are no casudty
actuaries. USAID may be able to support the planning for a forma program of training and
certifying casudty actuaries.
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Surveyordadjustors.  The professon must be made competent, professond and a
representative of the interests of insurers and insureds. Support should be given to IRDA in
edablishing a policy concerning training surveyors and their licensing.

Lawyers. There is a need for trained lawyers conversant in commercid law and insurance.
For a gart, IRDA needs to have a competent legal department with well-trained and reputed
lawyers to manage regulation and ther interpretation and implementation, dispute resolutions
and litigation maiters.

Accountants. One potentid problem for the insurance indudtry is the dudity of Indian and
internationa accounting and auditing standards.

Undewriters. Findly, and very criticdly, there is a tota lack of attention to building the
kills of a professond underwriting (risk assessment) discipline.

Market Penetration

USAID can assg in developing drategic measures and training to the IRDA and other targeted
entities in the following areas of concern:

Promoting the development of new products — such as crop insurance, title insurance,
mortgage guaranty insurance, death expenses insurance — tha can gan traction in the
marketplace and lead to more efficient mobilization of resources in the economy.

Assding IRDA in formulaing dsandards for licensng of agents, brokers and other
digribution intermediaries and of monitoring their market conducts.

Promoting insurance awareness especidly in the economicaly deprived sector by providing
gpecid technicd assigtance to didributors of insurance products in the economicaly deprived
sectors, such as the micro-finance entities, rural bankers, and cooperatives.

Providing techniques and training in regard to gathering, assembly, creation and maintenance
of nationd rik datidics, risk informaion exchange among al the insurance companies as a
facility to effectively cdculate risks and associated premiums.

Conclusons And Recommendations
Capacity building
Based upon our analyss, we have concluded that the insurance sector in India requires extensve

technicd assgtance and training. While there are some barriers and condraints, we bdieve that
mog, if not dl, are trangtory and will be diminated as the market matures.

As noted in our introduction, the insurance sector is an essentid dement of USAID’s Strategic
Objective 11. Even during the period of trangtion from a newly competitive industry to one that
is more mature, USAID will be achieving tangible results in building inditutions and capacity.
USAID will be assging in prepaing the maket for full liberdization; will be creding
confidence in the insurance sector that currently does not exist; and will be creating inditutions
that will be steering a more effective mobilization of resources.
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Additiondly, no economy can modernize without a rdiable insurance mechanism — it is essentid
to managing the risks that must be managed in order to achieve greater economic development.

Findly, the insurance sector is an integrd pat of the “financid inditutions’ of a modern
economy. Its role as a financid intermediary is no less important that its function as a risk-
management intermediator. The function that insurance plays as a financid intermediator has
tangible benefit to the development of capitd markets and other investment needs of India Its
role as a rik intermediay is essentid to any pendgon reform that will provide for annuity
payments to retirees.

USAID’s technical assstance should encompass three (3) phases over approximately a five-year

period. Note, the following topics are generd — the specific activities that could be included are
st forth in Section 3.

The first phase — accomplished in the firg 18 months to 24 months would be focused on
building the basic organization and aff kills of IRDA.

Assessment of IRDA’s organization and saffing and gaff rationdization

A gaps andysis of the laws and regulations

Training needs assessment

A thorough review of the procedures used by IRDA and a recommended plan for
greamlining and improving efficiency

Training on risk-based supervison
Creation of an India- gpecific Ealy Warning System
Preparation of manuals of practice and procedure for al phases of IRDA activities

Building the IRDA’s specidized authority and capecity in the area of hedth insurance and
managed hedthcare in terms of lega foundations and training

Studying and implementing the datutory predicates for a meaningful dispute resolution
system to protect consumers

Diagnogtic, action plan and phasing (over a three or four year period) for a comprehensve
Indian Insurance Supervision System (11SS)

Preparation of aregulatory accounting practices and procedures compendium
Ingtitution of process-based training

Presentation of insurance-awareness workshops

Formation of aworking group to eiminate the TAC and replace it with a RSO
Action plan for indituting an insurance industry-funded casudty actuarid program
Egtablish prudentid rules for foreign reinsurance

Attempt liaison with Minigtry of Hedth

10
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The second phase — scheduled around the 18" to 42" months (and which may involve some
continuation of phase one activities) would be focused on building advanced skillsfor IRDA.

Creation of models for managed hedlthcare systems and qudity assurance

Formation of aworking group to design an Indian mortdity table

Formation of a working group to design both life and non-life underwriter (risk assessment)
certification and require dl insurers to have qudified underwriters

Standards for both upward and downward deviations from Tariffs set by the TAC

Conduct on-site market conduct examinations

Oversee on-gtefinancid condition examingtions

Intensive training through interaction with USAID advisors

Training abroad for advanced students

Introduction of broader use of 11SS

Mandatory eectronic format filing of financid statements of insurers

Panning of an NBFI drategy and liaison

Workshops for the industry on designing new products to meet market demands
The final phase — scheduled for around the 36™ to 60" months (and which will likewise involve
continuing activities from phases one and two) will be focused on indituting modern insurance
supervison practicesin the IRDA:

Introduction of a train-the-trainers educationd program within IRDA

Introduction of career development incentivesto IRDA saff

Credtion of IRDA’s own financid condition ingpection unit

Mandatory on+-linefiling of financid satements with IRDA

Continued intensive training of IRDA personnd through interaction with USAID advisors

Find phases of 11SS running.

11
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SECTION | -INTRODUCTION AND OBJECTIVES

I ntroduction

The Government of India recently liberalized the insurance sector after an extensve period of
state-owned monopolies in both the life and nontlife segments of the business. This liberdization
involved, inter alia, the creation of the Insurance Regulaiory and Development Authority
(IRDA) to serve as the regulator of the business of insurance; the means for insurers owned by
the private sector to market insurance after meeting regidration requirements, the amendment of
the Insurance Act of 1938 to remove some redtrictions on the insurance business, and a facility
for norntIndian investors or joint ventures to participate in the Indian insurance market.

The insurance mechaniam involves payment in advance for a future benefit. Thus, the industry
deds in promises and there is a strong public interest in assuring that the companies making the
promises will be able to keep ther promises in the future. Additiondly, in the context of building
a modern economy and encouraging development, the insurance mechaniam is an important
financid intermediary and risk-trandfer moddity. Insurance dso plays a very important role in
asset protection and national savings through life, endowment and annuity contracts. A hedthy
and reliable life insurance sector is a essentid to any drategy of penson reform that is designed
to provide income replacement to retirees and their beneficiaries

IRDA is currently endeavoring to put in place essentid dements of insurance regulation and
supervison and it has asked USAID/India to provide technical assstance and training under the
Indo-US Financid Inditutions Reform and Expanson (FIRE) Program in order to promote and
support development of the sector.

Accordingly, USAID/India executed a Task Order with Barents Group of KPMG Consulting to
conduct an assessment of the insurance sector in Sx critical aress:

Ingtitutiond capacity for regulation and supervison by the IRDA,

Devel opment of the hedlth insurance and managed hedth care sector,

The datus of management information processes a both the IRDA and within the insurance
indudtry,

The status of consumer protection in the business of insurance,

The adequacy of the professond traning, research and education infrastructure and
curriculum, and

Opportunities for broadening and deepening the insurance marketsin India

A team of three expets (the Team) was assembled with particular skills in regulatory best
practices, tools and techniques, internationad hedth insurance and managed hedth care modes
for developing economies and the opportunities for penetration of insurance services into
emerging markets. The Team spent one week in Washington, DC discussng the activity and
gathering background. The Team then spent three full weeks of intense research and evauation

12
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throughout India The Team Leader remained in India throughout the remainder of the Task
Order and the other Team members returned to the USA, but continued work on drafting of the
report and responding to comments. A complete listing of interviews conducted is atached as an
Annex to this report.

We ddivered an informa mid-term ora progress report and we aso delivered an ord debrief to
USAID/India senior management.

Objectives

This Tak Order is to asss USAID/India in undergtanding the Indian insurance sector,
paticularly the aspects related to legd, regulatory, inditutiond and market practices and
inadequacies. Further, we intend to identify opportunities for USAID assdance that can asss
this nemy-competitive indudry. Findly, we will identify inditutiona gaps that may be remedied
by USAID interventions.

Any such interventions have been a considered based upon the following standards:

The degree to which any intervention will support Strategic Objective 11 of the Misson
(Increased Capacity of Financid Markets and Government to Transparently and Efficiently
Mobilize Resources).

Whether the interventions will be ressonably caculated to result in building inditutiond
capacity in the insurance sector.

Whether the interventions necessary are those for which USAID/India has comparative
advantage.

Consciousness of the activities of other donors or other resources available to IRDA, the
supporting professons or the commercid marketplace.

An awareness of the issues and congraints that may affect the success of any interventions.

What we have atempted to avoid is substantive policy discussons or to suggest that USAID
should atempt to play a mgor role in policy-making. However, some references to policy were
unavoidable because of the influence some key issues have on expected outcomes.

Findly, we have been advised that if USAID/India determines that intervention into the
insurance sector is warranted, the plan is for a long-term commitment of resources — perhaps as
long as five years. Accordingly, we have aso been asked to include our recommendations
regarding sequencing of various technical assstance and training activities dong the pattern of
near-term, medium-term and long-term activities.

In order to asss the readers of this report, we have organized it following the outline of the six
magor tasks. Thus, each mgjor section of this report will be divided into those six subsections.

13



T.0.4#: OUT-PCE-1-820-00-00006-00 October 19, 2001 KPMG Consulting

SECTION Il -- DISCUSSION AND ANALY SIS OF ISSUESAND
CONSTRAINTS

Task 1. Ingtitutional capacity for regulation and supervision by the IRDA

There are a number of issues and condraints faced by the IRDA and, consequently, matters that
must be addressed either by IRDA done or in concet with USAID. We are highlighting the
mgor inditutiond congraints tha apply to IRDA — in our discusson of issues and condrants
respecting the other mgor tasks, we will be discussing precise issues and congraints gpplicable
to the respective topics.

IRDA must have an earmarked, adequate and rdiable source of funding. Currently, the
funding of the IRDA (20% of fird-year premiums) is apparently adequate and wholly-
dedicated to funding IRDA. As the demands upon the authority become more extensive,
however, there must be a means to assure the sufficlency and security of the funding
mechanism. Without adequate budgets and the ability to recruit and retain qudified staff, no
regulatory authority can be effective.

IRDA is currently under-gaffed and yet there is a dedre to limit the number of employees.
That may be laudable in the interests of efficency and streamlining the regulatory process.
However, that must not be achieved a the expense of establishing an insurance supervisory
authority that has the cgpability to perform dl of the functions required in modern insurance
supervison. A concerted recruiting and training program must commence.

We will be recommending a technica assdance inititive focused on designing and training
on a regulatory database for IRDA. IRDA mugt be willing to invest in the personnd,
hardware and software necessary to support the system

The main technical and competency issues facing IRDA are:
a Lack of technicd competence and training on solvency supervison

a Lack of competence, data and training to put in place a risk-sendtive ealy warning
system to identify troubled insurers

a Traning on daim adminidration oversght
a Lack of technica competence and training on pricing of insurance products

a The need for a compendium of insurance accounting principles adhering to internaiona
gandards and the production of an industry audit guide for insurance companies for use
by statutory auditors

a Lack of procedura manuds for al processes of an insurance supervisor
a Capacity for introducing arisk-classfication sysem

a Lack of a mandatory vauation mortdity table condructed using generdly accepted
actuarid standards (the industry now uses the mortality experience of LIC during 1994 —
1996 in lieu of atrue mortdity table)
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a

Lack of effective oversght control over foreign reinsurance

IRDA needs a table of organization that manages the core functional activities of insurance
supervison. These are:

p_)/ gy p_)/ Qy g_)/ g_); Q_)/ g_)/ Q.)' p_)/ gy g_)/ Qy

Legl

Actuarid

Off-gte financid supervison

On-dte ingpections

Market conduct examinations

Consumer affairs

Licenang of dl market participants
Reinsurance

Review of contracts and rates

Information Technology Support

Human resources and other supportive services
Top-levd policy andyss capacity
Co-ordination with regulators of other financid inditutions

Task 2. Development of the health insurance and managed health car e sector

According to the latest World Bank estimates, public and private schemes provide financing and
provison of hedthcare to around only 10% of the population (100 million people). There is an
absolute need to properly develop fair and competitive health insurance and managed hedthcare
markets to expand access and coverage, to mobilize resources, and to obtain codt-effectiveness
and quality of care.

The actud and proper development of the hedth insurance and managed hedthcare indudtries in
India faces some congtraints. Some issues to consider are:

N
@)

3
(4)
Q)

(6)
()

(8)

The dominance of public sector companies.

The 26% equity limitation on foreign partners in joint ventures may reduce avalable
capacity to build an health insurance or managed care business.

Lack of comprehensive nationd hedthcare policies.

Absence of proper standards and procedures and their implementation for the proper
licenang and accreditation of hedthcare faciliies and hedthcare professonds and
technicians.

Unregulated and undirected flourishing of high-tech hospitas and laboratories causing
further digtortions in the hedlthcare system.

Lack of reliable and sequentid hedlthcare Satistics.

Extremdy high out-of-pocket hedthcare financing (75%) a the point of service, mainly
paid by low-income people.

Extremdy low public expenditures in hedthcare a less that 1% of GDP (US$18 hillion).
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Obgtacles of this nature are not uncommon in environments in which the public sector played a
monopoligic role. Opening the maket requires sudained politicd  will, legidation, public
polices, regulatory authority and the willingness on the part of the state bureaucracy to change,
to reform, the current sysem. The private sector will enter into the Indian hedth insurance
market if conditions are lad out for a far and competitive setting, with proper but not
cumbersome regulations. The IRDA may play acriticd rolein:

Defining hedth insurance and managed hedthcare palicies.

Subjecting al public and private insurers to the same regulations and procedures.

Properly regulaing the hedlth insurance and managed care industries.

Fecilitating and coordingting the reform of the current financid and ddivery hedthcare
system.

Currently, private insurance companies seem to be exploring the Indian market and evauating
opportunities and condraints. IRDA is yet to receive gpplicaions for hedth insurance licenses.
Experienced and qudity internationd technica cooperation and training can make a subgantid
contribution to the effective opening and development of hedth insurance in India

In servicing the poor, dl insurance companies need to comply with IRDA Regulation on
Obligations of Insurers to Rurd and Socid Sectors. This regulation dates that in the socid
sector’ generd insurers (and hedlth insurance is classified under generd insurance) need to cover
2% of gross pemium income in the firg year, 3% in the second financid year and 5% theresfter;
and in the rurd sector from 5,000 lives in the firg financid year to 25,000 lives in the fifth
financid year.?

Community-based programs for assgting the poor and the low income sdf-employed are of
extraordinary importance in India They provide micro-credit primarily to the poor and the sdf-
employed in the informa sector, primaily women. Some of these support schemes have
included various forms of hedth insurance. Many cal these programs with different names to
avoid formd regulation and supervison.

For ingance, the Sdf-Employed Women's Association (SEWA) is a trade union of more than 2
million workers in the informa sector. SEWA has a hedth insurance scheme with two of the
public insurance companies, Life Insurance Corporation of India and the New India Assurance
Company, Limited, wheréby annud premiums cover maternity, hospitdization, some
occupationa diseases, and other alments on women's hedth. SHARE, a micro-finance
ingtitution in Andhra Pradesh, is developing a program to assess women's hedth issues in the
rurd aress to develop hedlth programs to benefit SHARE members. This program, to be caled

! Numeral 2 of IRDA regulation on Obligations of Insurers in Rural or Social Sectors of 2000, defines social sector
as the one including “unorganized sector, informal sector, economically vulnerable or backward classes and other
categories of persons, both in rural and urban areas”, and “rural sector” as meaning any place as per the latest census
which has (i) a population of not more than five thousand; (ii) a density of population of not more than four hundred
per square kilometer, and (iii) at least seventy-five percent of the male working population engaged in agriculture.

2 |RDA Regulation on Obligations of Insurersto Rural and Social Sectors of 2000, numeral 3.
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“emergency hedth fund’, would engage physicians laboratory technicians and will focus in
primary hedth care.

Task 3. The status of management information processes at both the IRDA and within the
insurance industry

IRDA needs to be able to use the data it is requesting from insurers. These data are (or should be)
datigics intimately related to the financid condition (both current and prospective) of the
inaurers. Information is the foundation of solvency supervison and it must be reigble and
andyzed rapidly and efficiently.

Moreover, the insurance companies need rdiable and actuaridly credible datistics in order to
predict loss costs and design premium rates. This will be of grest importance to the private sector
insurers who have no current basis for rate-making decisons other than the standards of Tariff
Advisory Committee. These uncertainties add to the cost of insurance, introduce threats to
solvency and, most importantly, result in misdlocations of insurance costs and incorrect
mobilization of resources and funds.

The IRDA has no current capacity — dther in terms of human resources or in equipment — to
manage effectivdy and rgpidly financad condition informeation and other filings of insurers
However, IRDA has findized its Management Information System requirements and has entered
into a provider contract. Additiondly, a software package is being developed. These initiatives
could benefit from assstance in design of software and training of IRDA personnd on its use.

Likewise, the insurance industry has not maintained these types of data in the form and in the
detall that is required. The state-owned insurers have no incentive to share their information with
their compstitors.

Hence, there will need to be a commitment to requiring by law or regulaion dl of the insurers to
report raw loss cods and ultimate mortality and morbidity data (these are not trade secrets in
these media) plus losses based upon classfication of risk.

Task 4. The status of consumer protection in the business of insurance

IRDA is mandated to protect the interests of every consumer of insurance product. It shall
regulate and develop the insurance industry establishing and maintaining public confidence by
ensuring that dl insurers continue to operate thelr businesses with adequate capitd and the
prescribed the level of solvency a dl times. In finer terms, the IRDA is the ultimate guardian
and protector of policyholders and the insuring public’ sinterests.

IRDA will need to acquire both technicdl and adminidrative expertise that will enable it to
mantan a regulatory regime that both promotes industry productivity and builds strong
consumer confidence ensuring sustainable industry growth. At a minimum, it must dso endeavor
to shgpe and form the country’s legd and regulatory framework according to the twenty (20)
points guiddine recommended by the Organization for Economic Cooperation and Development
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(OECD) to ensure efficient, fair, safe and stable insurance markets for the benefit of the policy
holders.

Confronted with these chalenges, IRDA needs to develop career regulators to constantly ensure
a respectable hedth of the industry and to properly administer regulations under a free-market
regime with reasonable digpatch.

There are anumber of indtitutional weeknesses in consumer protection:

Exiding insurance laws and regulations do not yet fully conform to the guiddines
recommended by the OECD concerning a minimum standard in establishing and maintaining
an efficient, fair, safe and stable insurance industry.

Insurance remains a contract of adheson. Unilaterdly, the insurer writes and issues policy
contracts on its own terms and conditions. Consumers of insurance products, the “weaker”
party in insurance contracts, should be protected. The current insurance laws of India by
expressed provisons ensure broad protection to consumers of insurance products. However,
snce the IRDA was condtituted, severd regulatory initiatives have been introduced.

Lack of Insurance Awareness and Product Responsveness. This topic is dso discussed in
Task 6-Broadening and Deepening of the Market. We include this subject as a part of
consumer protection for the reason that every consumer of an insurance product must be able
to discern his rights and obligations under the policy. A great part of the market needs basic
insurance education and a even greater portion in the economicaly deprived sector does not
even know what insurance is. The indusiry needs to adopt programs promoting and
enhancing consumer education, starting with the insurance program they are offered to buy.
In many jurisdictions, the same disclosure requirements when delivering the policy contract.

Lack of Active Independent Inditutions for Consumer Protection Advocacy are required.
There is no known consumer protection advocacy inditution that independently gethers
unbiased indudry information to be mede avallable to buyers of insurance products, to the
print and broadcast media, insurance schools, industry practitioners, the IRDA.

Complicated policy wordings. Consumers of insurance products are not familiar with
legdigtic and technical terms. Insurance policies and riders are pre-printed long forms. Most
consumers do not bother to read policies, nor understand their rights and obligations
thereunder.

Unfar Trade Practices. Under a liberdized market, where competition is dynamic, vigilance
for unfair trade practicesis a necessary e ement of consumer protection.

Regulatory Capecity. IRDA requires srengthening of its gaff better to monitor the protection
of consumers and the fairness of the marketplace.

It is noteworthy that the IRDA, even with its current daffing limitaions, is issuing regulations
designed to protect insurance consumers. Notable among these regulations are the following:

Prescribing the Actuarid Report and Abgtract reportorid  requirements for life and hedth
insurers.
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Insurance Advertisement and Disclosure stlandards.
Prescribing licenang and training requirements and code of conduct for insurance agents.

Requiring every Life Insurance company to employ and continue to employ the services of
an Appointed Actuary.

Definition of Assets, Liahilities and Solvency Margin requirements of insurers.
Prescribing genera procedures and requirements for regigtration of insurers.

Prescribing standards and forms for the preparation and submisson of financid satements
and auditor’ s report for every insurer.

Investment regulations.

Prescribing licenang, minimum professona requirements and code of conduct for Surveyors
and L oss Assessors.

Prescribing time frames for the settlement and payment of vdid dams

The Role of the Insurance Companies in Consumer Protection:

Insurers have the duty to educate therr policyholders on ther rights and obligations in the
policy contracts. They have to make disclosures about the product being offered. They must
provide for procedures and requirements in the submisson of proof of loss statements to
ensure the facilitated settlement of daims.

The use of policy forms with “easy to read” wordings, for a better understanding of the
policy contract, will be prompted by the privately owned insurers.

Competition will push improvements in clams adjudication and settlement practices.
Regulations prescribing qudifications and norms of busness conduct of surveyors and loss
assessor's further enhance consumer confidence.

Sdling of insurance will indude basc disclosure dements on costs and benefits to promote
consumer awareness and product responsivenessin the market.

Competition will drive companies to improve corporate governance and will motivate them
to rase the leveds of technicd competence of underwriters, actuaries, marketers, policy-
owner service and other company staff.

Industry regulations prompt the building of professond full-time career agents, brokers, and
other distributors of insurance products.

Task 5. The adequacy of the professional training, research and education infrastructure
and curriculum

There are two main issues respecting the date of gspecidized insurance education avalable in
Indiax

(@D} Are there aufficiently qudified professonds in the various areas concerning insurance
for the industry to develop in a solid and modern fashion?
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(20 Wha ae the traning needs for IRDA to achieve leveds of high competency and
excellence as the insurance, and eventually the pensions, regulator?

Like any new or redtructured industry , insurance needs to rely on capable, well trained, updated,
and dedicated human resources. During the Indian insurance monopoly era a number of
edablishments flourished offering courses and training in insurance to satisfy the needs of the
Stae insurance industry. The State insurance company-sponsored forma educationd and
training establishments targeted managers and executives. There gppears to be an excdlent
infrastructure upon which improvements can be based.

The opening of the insurance market to competition poses the following questions:

Is the current educational and training infradructure able to satisfy the needs of the new
Indian insurance indudiry?

Will the private insurance sector edtablish its own training establishments to the detriment
and possible demise of part of the existing State insurance-oriented training infrastructure?

IRDA’s only concern as the regulator is that wdl-qudified insurance professionds are being
produced. However, IRDA has the further role of assgting in the development of the insurance
sector 0 it must act as aleader in encouraging modernization and expangon of the curriculum.

IRDA is in the process of completing hiring its personnd. So far, both a the management and
technical levels, human resources come from the public sector, mainly from the State insurance
sysem. IRDA intends to have a tota cadre of around 54 daff and no branches. Given the
maedic task of regulating and supervisng the emergence and devedopment of a modern
insurance industry, the question arises regarding the actua and potentid capability of IRDA to
cope with this mgor task. IRDA’s senior management acknowledges the wesknesses of the
current staff and of the gaff it may be able to bring into IRDA.

The current curricula of the formdized educationd inditutions ae not desgned to tran
insurance regulators. Accordingly, IRDA has an interest in encouraging design of such courses.

Task 6. Opportunitiesfor broadening and degpening the insurance marketsin India

Our mestings and discussons with the USAID-New Dedhi Misson, IRDA, saverd NGOs,
Insurers, professona associaions, micro-finance entities and other organizations representing
adequate cross-sectiona interests in the industry, coupled by our readings of previous reports,
research, dudies and other materids concerning insurance in the country, provided us with a
clearer picture of the current market and the degree and extent of market penetration particularly
in the economicaly deprived sector.

We have identified a number of weaknesses;

Generd Affordability of Insurance Premium. Effective and sustaingble market penetration
depends on the ability of the market to absorb the cost of insurance which is, after dl, an
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additional expense. Increased savings and higher standards of living cause people to be more
aware and respondve to the needs to protect their assats, incomes or financid security.
Further complicating affordability is the Tariff Advisory Committee rates which are not
based upon sound actuarid principles and that the fact that insurers are not permitted to
charge a lower price than the tariff for good cause shown. Only rates higher than the tariff are
permitted. This of course does not dlow efficient insurers to compete on the basis of price
and it effectively insulates poorly managed companies from the discipline of the market.

Vey Low Nationa Awareness in Insurance ProductsBenefitsCosts. Most of the products
reaching the economically deprived sector are generated through banks and other financid
entities as a result of lending activities. The smal borrowers adhere to the coverage to obtain
the loans. Policies are written in smdl amounts, determined by the lender for ther intereds,
and are not offered on the basis of “red” needs of the insured.

Lack of Alternative Didribution Channds. Before liberdization insurance products, both life
and nonlife, are digributed mainly through a modified agency-type channds. A company-
pad “Deveopment Officer” operates this didribution center. Agents are attached to a
particular development officer who earns overrides as additional remuneration. It can be
agued that the sysem of didribution through the “Deveopment Officers’ registered
remarkable market penetration in so far as number of policies written and number of lives
reached by insurance is concerned. Admittedly however, in terms of sum insured and qudity
of coverage, the protection afforded to the economicdly deprived sector is deemed
inadequate, inconsequentid  and  indgnificant. Products are sold to generate sdes and
premium with little regard to the insured’'s need(s). The competitiveness of an insurance
product depends on the insurer’s ability to offer products that cover only the specific “needs’
of the buyer. “Needs’ sdlling dso promotes and facilitates insurance awvareness.

Exclusvity of Subsdized Insurance to LIC. The Government of Indig, in its efforts to
dleviate the conditions of the economically deprived sector, has several socid security-based
schemes that make available group insurance to approved groups. Premium for this Rs 5,000
group basic life insurance is subsdized under the Socid Security Group Insurance Scheme.
We have not andyzed the cogt effectiveness of the premium as we have verified the fact that
the premium is entirdy subgsdized: one hdf drawn from the socid security fund maintained
by the LIC and one hdf is pad by the state government. We fed that this subsidy should
likewise be accessble for the products of private insurers to asss them penetrae this
market.

Encourage and moetivate active participation of the private companies in deepening the
market. Design and market innovative insurance products that are not intended to cater only
to the middle and upper classes, but make available insurance with larger sum insured a
competitive codts to the socid class. The IRDA must keep vigilant on the “socid obligation”
that private companies are likewise mandated to develop.

We dso note the interests of the private companies to access the economicaly deprived
market. We have seen some market dynamism as they attempt to forge and shape dliances
with banks and micro-finance entities.

Lack of Competition Retards Product Design and Quality. Understandably, because of the
long period of monopoly, employment-based group insurance policies are written and
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adminigered by the LIC. By its very nature, these blocks of business are “locked in,” a
condition that discourages competition. As discussed earlier in this report, the subsidized
insurance should aso be accessble for the products of privatedly owned companies so that
they can compete in the economically deprived sector and alow them to rationdlize product
design and pricing in this sector.

The qudity of business is poor. Except in regard to coverage afforded by group insurance
schemes (employment-based and subsidized programs), we were informed that the
persstency rates for individud life are below acceptable business and growth standards. For
example, we were informed by LIC that its persistency rate during the 13" to 25" month for
life policies was only 13%. More than 25% of life policies lapse during the firgt three years.
The degree and extent of market penetration is shadlow because of high “lgpse’ rates in
individud life policies and the low renewa rates in nonlife coverage paticulaly in the
economicaly deprived sector. To broaden and degpen market penetration life policies should
persst long enough for benefits to accrue; and for nontlife policies to renew concurrent with
the economic needs secured by the coverage.

Lack of Reiable Actuarid Tables and Industry Statistics and Qudified Property and
Casudty Actuaries to Promote Effective Pricing of Products. The business of insurance
depends on anadlyss, management and utilization of large numbers. From this group of large
numbers are developed actuarid tables as a means of goproximating degree of risks.
Experience data are then assmilated to these tables in order to fix a reasonable amount of
risk premium.
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SECTION Il -- SUGGESTED PROGRAM OF TECHNICAL ASSISTANCE AND
ASSOCIATED TRAINING

In this section, it is our am to identify a number of aess in which the capacity-building,
technica assgtance and training capabilities of USAID would be ussful. We are not presuming
to desgn such a program — tha role is rightly and soldy tha of USAID. We ae merdy
atempting to asss USAID in underganding the various initiatives and interventions that are

possible.
IRDA’s Institutional Capacity

A raiond and sequenced plan for technica assistance and associated training intended to build
cagpacity within IRDA could include the following dements:

The technicd competence of the IRDA to formulate, issue and implement regulaions to provide
standards of best practices in the indudtry, paticularly in the following key issues:

Preparation of comprenendve manuds for off-gte financid condition andyss and for on-gte
ingpections. It is the plan of IRDA to contract with quaified insurance auditors to conduct
these inspections until such time as IRDA has its own cgpacity. However, IRDA must be
involved in planning the ingpections, determining emphasis and enforcement and follow-up.

Licensng and prescribing minimum  financid  and  professond  requirements  for  non
traditiona channds of product distribution.

Prescribing minimum  disclosure requirements in the solicitation and sdle of insurance and
life-financia services products.

Prescribing suitability requirements for owners, directors and officers of insurers and other
risk-takers.

Prescribing rules governing insurance holding companies, affiliates and subsidiaries.

Prescribing  regulations  concerning  supervison and conducting  examinaions on  market
conduct to include products and pricing, dlowable invesments, capitd and surplus
adequacy, accounting practices, and unfair trade practices.

Egablisng a Consumer Affairs Office under its augpices to monitor, receive and promptly
handle consumer complaints.

Edablish and mantan competent human resources to review and assess sufficency of
substance and reasonableness of policy forms, premium rates, and other filings of insurance
products being offered in the market. This is particularly important in a raivey newly
liberalized market especidly because current rules adopt the “file and use” system.

Egablish an effective mechanism to monitor and assess existing business conducts and to
undertake financia and market surveillance and/or “on-Ste’ examinations.

Eliminaion of the legd limitaion of the IRDA to exerdse its powers to promulgate
regulations other than for technicd and adminidrative matters. The independence of the
IRDA from the Centrd Government is a continuing issue.
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The ability of the IRDA to manage and direct the utilization of its funds. The Act provides
for assessments as the source of funding the operations of the IRDA. As of this moment,
IRDA begs for funding from the Centrd Government (genera fund).

Avallability and competence of odf-regulatory inditutions/organizations to adopt drict
membership rulesin accordance with internationa standards.

Technicd asdgance and training to build an organizationd and inditutiond framework and to
devdop qudified professonds.

There are two types of training programs that can be useful to insurance regulators. The firg of
these is “knowledge-based” training. That is to say, learning the theory and philosophy of a
discipline. Examples would be accounting, sudy of the law, actuarid science, regulatory
economics, etc. While this is essentid to a wel-trained insurance supervisory authority, USAID
has no paticular comparative advantage in this area. There are numerous opportunities both
within and without India and it is for IRDA and the industry and its supporting professons to
promote this knowledge-based learning.

However, the second type of traning essentid for insurance regulators is “process-based”
traning. This involves “hands-on” guidance in red-life insurance supervisory Stuations and
being able to do the job daly. This is where USAID has a sgnificant comparative advantage
because it can cdl on a number of resources in the USA — such as the Nationa Association of
Insurance  Commissioners, the International Insurance Foundations and the Internationd
Insurance Council — to provide practicd training. Additiondly, both long-term and short-term
advisors will be well pogitioned to provide this type of training on adaily basis.

The insurance indudry, with the oversght of IRDA, mugt ectively promote the formation of
SROs and other professona organizations.

Health Insurance and Managed Healthcare

The following broad areas are identifidble needs for IRDA technicd assigtance and training in
which USAID has drong comparative advantages with its ability to call upon resources able to
assg in building araiond private health insurance and managed hedlthcare sysem.

Institutional capacity. To cope with these chalenges, IRDA needs to build its regulatory
capacity. So far, IRDA has completed the compostion of its upper management with a
progressve and widdy respected Chairman. So far, none has dgnificant private sector
experience. There are no daff members with previous experience with private hedth insurance.
IRDA should condder the establishment of a Hedth Insurance Unit or Depatment staffed with
competencies to include hedth economigts, actuaries, hedth insurance and managed hedthcare
experts and lawyers with appropriate experience to take charge of regulation, licensng and
supervison of al hedth insurance and managed care schemes.

Policy framework. If a solid and wdl-established hedth insurance industry is to develop, IRDA
would have to prepare, discuss with al stakeholders, and approve a viable Hedth Insurance and
Managed Care Indusiry Strategy. This strategy should include:
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Proper definition of hedth insurance and of managed care and corresponding procedures for
licensing and operating.

Appropriate supervison of dl public and private hedth insurance schemes and sStructures for
trandferring financid risks related to hedthcare in any form and under any name.

Regulatory drategy to support the establishment and consolidation of hedth insurance and
managed care, avoiding micro-management and cumbersome regulations.

Strict supervison of financid, managerial and qudity of care performance by insurance
companies, managed hedlthcare organizations (M CO) and their hedlthcare providers.

Examples of additiond policy questions to be addressed following the idea of a uniform and
transparent system of hedth insurance and managed care, regardiess of the number and type of
players and of the name of the various products, should include:

Should hedth insurance companies and MCOs be separate legd entities from generd
insurance companies?

Should hedthcare-related products attached or additiond to life insurance policies be subject
to IRDA approvd, regulation and supervison?

Should dl hedth-rdlated products currently marketed by the public insurance companies be
submitted to IRDA for gpprovd, regulation and supervison?

Should al hedth-rdated schemes promoted and managed by micro-finance inditutions and
non-governmental  organizations be submitted to IRDA for goprova, regulation and
upervison?

Licensing. Licenang of hedth insurance companies should be a process including compliance
with forma regulatory requirements, and quality and competence of providers.

IRDA should regulate, perhgps in coordination with the Ministry of Hedth, the purchase of
sarvices by insurance companies and MCOs and indirectly standardize the provison of care
usng the power of licenang the financing of hedth care through hedth insurance. In doing so,
IRDA should require, and thus ensure, that only duly licensed and accredited hedthy care
professonas and hedthcare facilities are contracted by insurance companies. Concerning capita
requirements, IRDA should consder lowering the capitd requirements for hedth insurance
companies and MCOs because risk financing is limited and the man activity which is the
finandng of services and this requires lessinitia capita and lessreserves.

Third Party Administrators (TPASs). Issues like this one highlight the need for a better definition
and understanding of the role that various actors can and should play in a regulated insurance
market. TPAs should be perceived not just as agents of insurers — they should aso be required to
act as and adle to ddiver essentid intermediaion services that are far, impartiad and cos-
effective.

Regulations. IRDA needs to gradudly develop its capacity (technicad or otherwise) to regulate
hedth insurance and MCOs. Developing this cgpacity includes defining and detalling the
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regulatory functions of IRDA in monitoring supervison, and control (What to regulate? How to
regulate? How to sipervise? What and how to control?). It dso includes the coordinating role of
IRDA with the Minigry of Hedth (MOH) and other enabling ingtitutions.

IRDA will have to develop the technicad capacity for the issuance of regulations related to hedth
insurance and managed care. Examplesinclude, for ingtance:

Capitd and gaffing requirements,

Intermediaries such as Third Party Administrators and agents,
Minimum requirements for health insurance contracts,
Risk poaling,

Resource alocation,

Multi-payer systems,

Performance-based contracts,

Purchasing regulations,

Governance and monitoring,

Actuarid requirements,

Standards for claim payments,

Advertisang,

Prudentia regulations,

Reporting, and

Claims settlement procedures.

IRDA has the opportunity to develop itsdf into a sound, competent, capable, fair, and reliable
regulatory and supervisory inditution. It has the right leadership right now, but regulatory
indtitutions need to build capacity, competence and operationd traditions that are trustworthy,
not cumbersome, and a simulus for a well functioning hedthcare insurance market. IRDA needs
to peform, and be perceived to perform, as a sound, capable and competent regulator by the
public, the headlth insurance companies and MCOs.

MOH. There is a clear perception that one of the mgor problems in the hedthcare sector is the
unregulated and low quality of providers. It seems obvious that the MOH needs to improve the
licenang and accreditations procedures to ensure minimum qudity of care. Licendng based on
modern procedures of hedthcare professonds including physcians, nurses, technicians both in
wedern and traditiona medicine, and accreditation and re-accreditation of al hedthcare
fadlities incuding hospitds, dinics, ambulatories, pharmacies, laboratories, and other providers
needs should be a priority.

Since adequate supply of hedthcare providers is criticd for hedth insurance and managed care,
IRDA needs to edtablish forma coordination mechanisms with the MOH to support urgently
needed efforts to upgrade licensng and accreditation, and to require and dlow only licensed
hedthcare professonds and accredited hedthcare facilities to be used by hedth insurance and
managed care systems.
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SHf-Regulatory Organizations (SRO) like the Indian Medical Association, the Medica Council
of India, and other professond associations such as those for pharmacies, laboratories, nurses,
etc., need to play a key and active role in standardizing and upgrading the practicing standards
and procedures with drict qudification requirements and with continuous educetion programs
for re-licensing. These procedures should be duly designed, properly monitored, and supervised
Consumer groups and issue specific associations such as cancer, diabetes, and leprosy societies,
should dso play role in consumer awareness and in contributing to demand the raisng of
delivery standards of care.

Management information processes at both the IRDA and within the insurance industry

Clearly, there are two parts to hisissue — one is wholly within the purview of IRDA and thet is
its own information management and automated early warning Ssystem requirements. The other
gpplies to the insurance industry and its need to create a repository of datistica information that
is vitd to making insurance rates that ae nether excessve inadequate nor  unfarly
discriminatory.

The IRDA database needs are paticularly within the area of comparative advantage for USAID
gnce it has ggnificant experience in technicd assstance projects that have designed databases
for virtudly dl types of financid inditutions regulaiors. Accordingly, IRDA will need technicd
assisance and training in the following aress:

Data managemen;

Creating a central shared database;
User functional requirements;

Data entry and submission;

System requirements;

Report specifications,

Data ownership;

Data storage.

The industry-specific database should be operated by a “rating and dHatistica organization”
(RSO), in other words, an organization that gathers and andyzes insurance-rdated clam
experience and rating information to asss the insurance companies in making rates based upon
credible actuarid information and dso assss IRDA in deveoping required mortaity, morbidity
and annuitants' tables for the purposes of establishing reserves.

This organization should be owned, operated and funded by the insurers and IRDA's interest will
be as its regulator. Thus, USAID ought not to appropriate technica assstance resources to the
actual operation and methodology of the RSO. However, to the extent that IRDA has a function,
technica assstance can be useful in:

3 A recent initiative for continuous medical education by the Indian Medical Association has been criticized for lack
of proper design and absence of monitoring capacity.
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Identifying the levd of sophidication exigent in the industry and the &bility of insurers to
organize and operate a Satistical organization dedicated to rate-making procedures.

Describing a plan for IRDA to begin the leadership of this task because it is in the interest of
IRDA to have relidble gatistical information in the indudtry.

Presenting the legd and other prerequidites that reed to be resolved in order to ingdtitute such
an organization and process and assure IRDA quality control.

Consumer protection

While consumer protection is primaily a duty of government, the interplay, coheson and
coordination of the roles of the regulator, industry practitioners both in the public and private
sectors, sdlf-regulatory capabilities of professond organizations and inditutions involved in the
industry, consumer affairs advocates and continuing public awareness need to be established and
maintained paticulaly in a comptitive environment. We have identified the following aress for
effective USAID intervention:

Assg the IRDA in sdting up a functiondl table of organization, incressing its geographical
regulatory presence, and training and drengthening the technicadl and adminidrative &bilities
of its human resources in order to ensure the public’'s accessbility to adequate customer
protection mechanisms.

Assg the IRDA in devdoping prudentid and regulatory provisons to reinforce the
soundness of the insurance market and the protection of consumers of insurance products.

Asss the IRDA in developing dricter licensng requirements to ensure tability of the
industry and adequacy of the financid resources of insurance companies including uniform
regulations prescribing reasonable guiddines for companies to comply in regard to legd,
accounting, and technical requirements including criteria to ensure suitability standards for
owners, directors and officers of insurance companies (corporate governance).

Assg the IRDA in developing adequate insurance contract laws, rules governing contractud
rights and obligations and related sanctions. This legd framework is extremdy important
because current regulations adopt the “file and use’ sysem of regigering and marketing of
insurance product.

Assg the IRDA in formulating and adopting adequate, effective and prompt messures to
prevent companies from defaulting in ther contractua obligations and a mechanism to
secure orderly business run-off and/or portfolio tranfer to other sound companies. In this
connection laws and regulations governing business conservation, rehabilitation and/or
liquidation of defaulting companies must aso be developed and /or reinforced.

Assg the IRDA in prescribing drict rules of licenang of intermediaries, (induding financiad
guarantees and or erors and omissions covers for brokers) and minimum sandards of
disclosures on the products they offer and of the degree of their independence and/or extent
and limits of ther authorities. These matters provide a working mechanism for consumer
protection.

28



T.0.4#: OUT-PCE-1-820-00-00006-00 October 19, 2001 KPMG Consulting

Assg the IRDA in planing and devdoping drategies that will provide a platform to
encourage NGOs and other independent private ingtitutions in building and forming strong
and fundamenta public awareness in insurance and as facilities for consumer &ffairs
advocacies.

Assg in the building and renforcement of sdf-regulatory principles and organizations tha
will supplement and complement the regulatory structure.

Assg in the building and development of strong principles of corporate governance and to
prescribe guidelines desgned to encourage the industry to promote and adopt training
dtructures for industry practitioners.

Assg in edablishing an agency or facility specidly empowered to mediate or abitrate
industry disputes and consumer’s complaints.

Assg in edablishing standards prescribing suitability requirements of owners, directors and
officers of insurers and other risk-taker practitioners.

The adequacy of the professond training, research and education infrastructure and curriculum

Formal Training Establishments.

India has a large number of inditutions dedicated to formd education and training a various
levels. Some of them give academic degrees and most award certificates. It would be important
to have independent and objective ratings of these inditutions with information on licensing,
content and quality of education and training, faculty, funding, and placement record. IRDA
could benefit from USAID’s expertise in attracting advisors who would be able to set up the
necessary mechaniams for certifying the educationd quaity, but only to the extent it serves a
regulatory purpose of IRDA.

Insurance Agents Training. IRDA has gpproved 47 insurance agents training centers natiorn:
wide, divided into four zones (Northern, Eastern, Southern and Western). There may be
dterndive methods for training agents that do not involve traditiond methods — for example, e-
training or inter-company programs.

Professional Associations (Self-Regulatory Organizations) While the SROs are theoreticaly not
a matter for supervisors, IRDA has a regulatory interest in the development of SROs that provide
high-qudity professonds to work in the industry and perform competently as well as its role as
the promoter of insurance development in India. In those regards, USAID has a definite role in
assiging IRDA in promoting competent and disciplined SROs.

Actuaries. The number of qudified actuaries is in extremdy short supply. The Actuaria Society
of India has only 213 members, of which around 100 are overseas. Mogt of the ones in India are
reportedly of older average age. One of the drawbacks of the insurance nationdization period
was the virtud disregard for the critical input of actuaries. This attitude prevented the adequate
advance of actuarid education and professona development. Prices/premiums were st up
bureaucraticaly and the State monopoly found no incentive for actuarid anadysis and for risk
management research and evauation. The gStuation a present is tha with the opening of the
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market for public and private competition, there are insufficient numbers of actuaries to satisy
the potentia demand by the new insurance sector. Notably, there are no casudty actuaries.

The Actuarid Society is aware of this Stuation and it is trying to interest a younger generation of
actuaries. Regrettably, the low esteem of the professon and consequent low-income prospects
has diminished these efforts. Support should be provided to the Actuaria Society to dlow a new
breed of young actuaries to take ther exams and obtain ther qudification certificates without
maor obstacles. Current linkages with related indtitutions in the United Kingdom could provide
the avenues for this endeavor. Additiondly, USAID may be able to support the planning for a
forma program of traning and cetification of casudty actuaries This would involve limited
technicad assstance to begin the process, but the magor funding must come from the insurance
indugtry. In any event, a good tradition in mathematicd education in India should provide
aufficient number of candidates to become actuariesif the profession offers positive outcomes.

A dgnificant additional chdlenge to the actuarid professon is put forward by IRDA regulation
on Appointed Actuary and on Actuariad Reports and Abgtracts. The insurance industry may be
able to formdly fulfill these requirements with avalable actuaries, but insurance companies may
have to train or bring in their own actuaries to properly perform these tasks.

Further, IRDA needs to build a capacity to anadyze actuarid reports and abstracts. IRDA needs
to incorporate into its daff qudified actuaries, and expect increesng sdaries and datus
competition from the private sector.

Surveyors/adjustors. The professon must be made competent, professona and representetive of
the interests of insurers and insureds. As the insurance industry is developed, there will be
demand for gpecidized surveyors with professond backgrounds in engineering and other
professons to adjust clams in highly technicd aess. Support should be given to IRDA in
edablishing a policy concerning training surveyors and their licensing.

Lawyers. The insurance industry is abundantly regulated with laws, regulations proper,
indructions, letters of interpretation and the like. It is a largely normative indudry. Thus, there is
a need for trained lawyers conversant in commercia law and insurance. For a dart, IRDA needs
to have a competent legd depatment with well-trained and reputed lawyers to manage
regulations and ther interpretation and implementation, disoute resolutions and  litigation
matters.

Insurance training programs for lawyers are a great need. The Indian Law Inditute could play a
vauablerolein this regard.

Accountants. The Ingitute of Chartered Accountants of India has more than 100,000 active
members. The Inditute has its own Act of Parliament and it is a farly independent entity. The
Indtitute sets accounting and auditing standards. One potentid problem for the insurance industry
is the dudity of Indian and internationd accounting and auditing dandards. Gradudly, we hope
sooner than later, India should move towards the adoption of international standards in the
financid sector.
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The Inditute provides traditiona accounting education and training, usudly in three-week
training sessons. However, there were no plans announced to provide education and training in
modern insurance and in international standards.

Underwriters. Findly, and very criticdly, there is a totd lack of atention to building the skills
of aprofessiona underwriting (risk assessment) discipline.

Market Penetration

We find that the degree and extent of market penetration of insurance are both limited and
shdlow. Severd factors may have contributed to this condition foremost of which is the generd
economics of the country as 75 percent of the nation's population are grouped in the low-income-
poverty/below poverty classfications. The nationad per capita GDP and GDS are reatively low
to provide a hedthy market segmentation and market targets. The long years of monopaly,
especidly in the life sector, and the methodology of product distribution (primarily confined to a
modified agency type system) faled to generate qudity insurance products that are essentids to
sugtain a broad and deegp market penetration. Affordability of insurance did not seem to be an
industry priority because of the lack of competition. Product packaging and development and the
principles of “need” sdling were not aggressvely pursued by the monopolisic regime. The
overd| nationd insurance awareness and product responsvenessis very much wanting.

In the order to implement these tasks, we recommend that the USAID asss in developing
drategic measures to help broaden and deepen the insurance market of India by extending
technical assgtance and training to the IRDA and other targeted entities in the following areas of
concern;

Strengthening the IRDA’s ability to build and expand its regulatory capacity, particularly in
market conduct supervison, so that it can adequately function as the chief protector of the
insuring public and promotes insurance awvareness.

Promote the development of new products — such as crop insurance, title insurance, mortgage
guaranty insurance, death expenses insurance — tha can gain traction in the marketplace and
lead to more efficient mohilization of resources in the economy.

Assding the IRDA in formulating ad prescribing rules of licenang of agents, brokers and
other digtribution intermediaries and of monitoring their market conducts.

Promoting insurance awareness especidly in the economicaly deprived sector by providing
gpecid technicd assigtance to distributors of insurance products in the economicaly deprived
sectors, such as the micro-finance entities, rural bankers, and cooperatives.

Providing techniques and training in regard to gathering, assembly, cregtion and maintenance
of nationd risk datidics, risk information exchange among al the insurance companies as a
facility to effectively cdculate risks and associated premiums.
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CONCLUSIONS AND RECOMMENDATIONS

Capacity building

Based upon our analysis, we have concluded that the insurance sector n India requires extensve
technicd assstance and training. While there are some barriers and condraints, we believe that
mogt if not dl are trangtory and will be diminaed as the market matures. USAID dso enjoys
comparative advantage by being aile to cdl on the numerous inditutions in the USA that
regulate and develop insurance markets. Some, such as the NAIC, IIF and I1C have aready been
mentioned. In addition, there are professond organizations such as the Society of Actuaries,
Chartered Life Underwriters, Chartered Property and Casudty Underwriters, Life Management
Association, etc. that are excellent resources for USAID.

As noted in our introduction, the insurance sector is an essentid dement of USAID’s Strategic
Objective Eleven. Even during the period of trandtion from a fledgling indusry to one tha is
more mature, USAID will be achieving tangible results in building inditutions and capecity.
USAID will be assging in prepaing the maket for full liberdization; will be creating
confidence in the insurance sector that currently does not exist; and will be creating inditutions
that will be steering a more effective mobilization of resources.

Additionaly, no economy can modernize without a rdiable insurance mechanism — it is essentid
to managing the risks that must be managed in order to achieve greater economic development.

Findly, the insurance sector is an integrd pat of the “financid inditutions’ of a moden
economy. Its role as a financid intermediary is no less important that its function as a risk-
management intermediator. The function that insurance plays as a financid intermediator has
tangible benefit to the development of capitd markets and other investment needs of India Its
role as a risk intermediay is essentid to any penson reform that will provide for annuity
payments to retirees.

USAID’s technical assstance should encompass three (3) phases over gpproximately a five-year
period. Note, the following topics are generd — the specific activities that @uld be included are
st forth in Section 3.

The first phase — accomplished in the firs 18 months to 24 months would be focused on
building the basic organization and gaff skills of IRDA.

Ass=ssment of IRDA’ s organization and staffing and staff rationalization

A gaps andysis of the laws and regulations

Training needs assessment

A thorough review of the procedures used by IRDA and a recommended plan for
greamlining and improving efficiency

Traning on risk-based supervison
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Creetion of an India-specific Early Warning System
Preparation of manuas of practice and procedure for al phases of IRDA activities

Building the IRDA’s specidized authority and capacity in the area of hedth insurance and
managed hedthcare in terms of legd foundations and training

Studying and implementing the dautory predicates for a meaningful dispute resolution
system to protect consumers

Diagnogtic, action plan and phasing (over a three or four year period) for a comprehensve
Indian Insurance Supervison System (11SS)

Preparation of aregulatory accounting practices and procedures compendium
Ingtitution of process-based training
Presentation of insurance-awareness workshops

Formation of a working group to eiminate the TAC and replace it with a Rating and
Statigtica Organization (RSO)

Action plan for indtituting an insurance industry-funded casuaty actuaria program

Egtablish prudentia rules for foreign reinsurance

Attempt liaison with Minigtry of Hedth
The second phase — scheduled around the 18" to 42" months (and which may involve some
continuation of phase one activities) would be focused on building advanced skillsfor IRDA.

Crestion of models for managed hedthcare systems and qudity assurance

Formation of aworking group to design an Indian mortdity table

Formation of a working group to design both life and non-life underwriter (risk assessment)
certification and require dl insurers to have quaified underwriters

Standards for both upward and downward deviations from Tariffs set by the TAC
Conduct on-site market conduct examingtions

Oversee on-gtefinancid condition examingtions

Intensive training through interaction with USAID advisors

Training abroad for advanced students

Introduction of broader use of 11SS

Mandatory eectronic format filing of financid statements of insurers

Planning of an NBFI drategy and liaison

Workshops for the industry on designing new products to meet market demands
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The final phase — scheduled for around the 36" to 60" months (and which will likewise involve
continuing activities from phase one and two) will be focused on indituting modern insurance
supervison practicesin the IRDA:

Introduction of atrain-the-trainers educationa program within IRDA

Introduction of career development incentivesto IRDA saff

Creation of IRDA’s own financid condition ingpection unit

Mandatory on-linefiling of finandd statements with IRDA

Continued intensve training of IRDA personnd through interaction with USAID advisors
Find phases of 11SS running.

Recommended Strategic Approach for theHealth Insurance Sector

Conditions in India are ripe for the devedlopment of hedth insurance sector. It should follow the
opening of the insurance market to competition by private and public insurance companies.
Highrincome and the increesng middle-income segments of the population are dready
demanding dternaiive sources of hedthcare financing and ddivery. Responding cregtively to
this demand in the near-term will increase the posshilities of the hedth insurance sysem to
consolidate and to expand to other segments of the populaion in the mid-term. Although the
establishment, inditutiondization and consolidetion of hedth insurance teke time and effort, it
would be wise and advisable to invest now in the foundations of the sysem. A three-pronged
drategy is proposed for USAID invesment in hedth insurance in India to be developed
commonly with IRDA over aperiod of 3-4 years.

A. Awareness and Training. The gods of this drategic component are to disseminae
knowledge about hedth insurance to as many stakeholders as possible and to engage access and
participation in a structured and sustained developing industry.

Awareness ams a communicating modern hedth insurance (purposes, characteridtics,
advantages and limitations).  This indudes dimulaing hedthcare-financing dakeholders, i.e,
the State insurance system and the private insurance industry in seeking hedth insurance
licenang, deveoping basc hedth insurance products, and marketing. It aso involves hedthcare
providers, particulaly those dreedy involved in insurance and managed-care types of activities
to participate in a dructured syssem of hedth insurance. Public and private corporations with
sf hedth insurance programs, and community-based programs currently engaged in some type
of hedthcare financing and delivery should aso be involved.

Activities

Series of Seminars and Workshops nationwide on issues such as “Fundamentas of Hedth
Insurance’; “Opportunities Offered by the Opening of the Insurance Market in Indid’; “Role
of IRDA in the Development, Regulation and Supervison of Hedth Insurance’, and “Hedth
Insurance Benefits’ (2002-2005).
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Series of Seminars and Workshops nationwide on issues such as “Fundamentas of Managed-
Cag’; “Hedth Insurance and Managed Care Indudries’, “Role of IRDA in the
Development, Regulation and Supervison of Managed Care’, and “Managed Care Benefits’
(2002-2005).

A Round-Table on Public and Private Sectors Participation in Hedth Insurance (cdled by
IRDA, with the participation of the State insurance system and the licensed private insurance
companies) (late 2002).

Saies of Seminars on “Role and Practices of Hedthcare Providers in Hedth Insurance’
(2002-2005).

Training Seminars for Hedlth Insurance Actuaries (2002-2005).

Traning of Hedth Insurance Intermediaries (agents, actuaries, accountants, lawyers, cdam
processors, etc) (2002-2005).

Organization of a Nationd Hedth Insurance Conference (co-sponsored by IRDA, USAID,
The World Bank, DIFD and other donor agencies) to discuss and define a natiiond hedth
insurance program (early 2003).

A thorough (but prectica) Hedth Insurance Sector Andyss to identify and modd the
vaious risk-based financid schemes and managed-care types of deivery for a sound
knowledge of current local practices (2002).

B. Legal Framework. The gods of this component are (a) to start as soon as possble the
process of research, drafting and discusson of a basic legidative framework for hedth insurance
and managed care.  This will provide for the opportunity to revise the current insurance legd
system and come forward with a sound, smple, wel sructured lega framework dlowing IRDA
for comprehensve regulation; and (b) to revise the legd framework and the means of
implementation of essentid qudity of care mechanians relaed to proper licenang and
accreditation processes and their adequate implementation. IRDA should lead the following
activities

Activities
Series of Workshops on Comparative Hedth Insurance Legidation (2002) (Parliamentarians,

Minigtry of Finance, Ministry of Hedth and Family Welfare, Professond Associations, other
stakeholders).

Research, drafting and discusson of a Hedth Insurance and Managed Care Law (2002-
2003), under IRDA |eadership.

Nationwide Seminars to discuss the draft legidative proposas (2003).

Study of the Current Situation of Licenang and Accreditation of Hedthcare Providers in
India (2002-2003).

Based on the above-mentioned study, review and proposa of the qudity of care legd ad
adminigrative frameworks in coordination with the Minisry of Hedth and Family Wedfare.
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This includes licenang of dl types of hedth care professonas and technicians, and licensng
and accreditation of al types of heathcare establishments (2002-2003).

C. Regulatory Structure. The god of this component is to support and srengthen the
inditutiona capacity of IRDA to perform its regulatory and supervisory roles in hedth insurance
and managed care.

Activities
Traning of IRDA gaff in genera issues of hedth insurance regulation (2002-2005).

Indtitution building of a smadl qudified and interdisciplinary group/unit a IRDA to evolve
into an IRDA Hedth Insurance Regulation department (2002-2005).

Hedth insurance company regulations (gpplicable to dl insurance companies, public and
private) on issues such as corporate requirements, capitd, reserves, investments, accounting,
auditing, and reporting (2002).

Specific regulations on prudentid norms and corporate governance for hedth insurance
companies (2002-2005).

Regulations on hedth insurance products, their gpprova and compliance monitoring (2002-
2005).

Regulations on advertisement, saes agents, and trandfers from one insurance plan to another
(2002).

Regulation on premiums and contribution collections (2002).
Regulations on payments of hedthcare providers (2002-2005).
Regulations on customer service, claims and conflict resolution (2002-2005).

The activities induded in this three-pronged dSrategy entall a comprehensive effort by IRDA, the
insurance industry, hedthcare providers, corporations, community-based programs and the
generad public, to develop and consolidate the hedth insurance sector (companies, products,
provider networks, and flow of resources). Early success in attracting high- and middle-income
populations and large corporations into forma hedth insurance and managed care, will endble
the expanson of the financid and ddivery sysems to other segments of the population.
Economies of scde will dlow saisfying increase demand and expanding coverage. The am of
this effort should be to reach 20% of the population after the 34 year period, a 100% increase in
current hedlth financing coverage.

The following table depicts a possible matrix for sequencing these activities
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RECOMMENDED STRATEGIC APPROACH FOR HEALTH INSURANCE SECTOR DEVELOPMENT

STRATEGY ACTIVITIES YEAR YEAR YEAR YEAR
1 2 3 4
A. Awarenessand Training
To disseminate knowledge
about health insurance to as
many stakeholders as
possible and to engage
access and participation in a
structured and sustained
developing industry.
Series of Seminars and Workshops nationwide on issues such as
“Fundamentals of Health Insurance’; “Opportunities Offered by the Opening
of the Insurance Market in Indid’; “Role of IRDA in the Development, X X X X
Regulation and Supervision of Health Insurance”; and “Health Insurance
Benefits’ (2002-2005).
Series of Seminars and Workshops nationwide on issues such as
“Fundamentals of Managed-Care’; “Health Insurance and Managed Care X X X X
Industries’; “Role of IRDA in the Development, Regulation and Supervision
of Managed Care”; and “Managed Care Benefits’ (2002-2005).
A Round-Table on Public and Private Sectors Participation in Health
Insurance (called by IRDA, with the participation of the State insurance X
system and the licensed private insurance companies) (late 2002).
Series of Seminars on “Role and Practices of Healthcare Providersin Hedlth X X X X
Insurance” (2002-2005).
Training Seminars for Heath Insurance Actuaries (2002-2005). X X X X
Training of Health Insurance Intermediaries (agents, actuaries, accountants, X X X X

lawyers, claim processors, etc) (2002-2005).

Organization of a National Health Insurance Conference (co-sponsored by
IRDA, USAID, The World Bank, DIFD and other donor agencies) to discuss X
and define a nationa health insurance program (early 2003).

A thorough (but practical) Health Insurance Sector Anaysisto identify and
mode the various risk-based financial schemes and managed-care types of X
delivery for a sound knowledge of current local practices (2002).
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RECOMMENDED STRATEGIC APPROACH FOR HEALTH INSURANCE SECTOR DEVELOPMENT

STRATEGY ACTIVITIES YEAR YEAR YEAR YEAR
1 2 3 4

B. Legal Framework

Research, drafting and

discussion of abasic

legidative framework for

health insurance and

managed care; revision of

current insurance legal

system towards a sound,

smple, wdl structured legal

framework allowing IRDA

for comprehensive

regulation; revision of the

legal framework and the

means of implementation of

essentid quality of care

mechanisms (licensing and

accreditation processes and

their implementation).
Series of Workshops on Comparative Health Insurance Legidation (2002- X X
2003) (Parliamentarians, Ministry of Finance, Ministry of Health and Family
Welfare, Professional Associations, other stakeholders).
Research, drafting and discussion of a Health Insurance and Managed Care X X
Law (2002-2003), under IRDA leadership.
Nationwide Seminars to discuss the draft legidative proposas (2003). X
Study of the Current Situation of Licensing and Accreditation of Healthcare X X
Providersin India (2002-2003).
Based on the above-mentioned study, review and proposal of the quality of X X

care legal and administrative frameworks in coordination with the Ministry of
Hedlth and Family Welfare. Thisincludeslicensing of al types of health care
professionals and technicians, and licensing and accreditation of al types of
healthcare establishments (2002-2003).
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RECOMMENDED STRATEGIC APPROACH FOR HEALTH INSURANCE SECTOR DEVELOPMENT

STRATEGY ACTIVITIES YEAR YEAR YEAR YEAR
1 2 3 4
C. Regulatory Structure
To support and strengthen
the ingtitutional capacity of
IRDA to perform its
regulatory and supervisory
roles in hedlth insurance and
managed care.
Training of IRDA staff in general issues of health insurance regulation (2002- X X X X
2005).
Ingtitution building of a smdl qudified and interdisciplinary group/unit at
IRDA to evolveinto an IRDA Health Insurance Regulation department (2002- X X X X
2005).
Health insurance company regulations (applicable to al insurance companies,
public and private) on issues such as corporate requirements, capital, reserves, X
investments, accounting, auditing, and reporting (2002).
Specific regulations on prudential norms and corporate governance for hedth X X X X
insurance companies (2002-2005).
Regulations on health insurance products, their approva and compliance X X X X
monitoring (2002-2005).
Regulations on advertisement, sales agents, and transfers from one insurance X
plan to another (2002).
Regulation on premiums and contribution collections (2002). X
Regulations on payments of healthcare providers (2002-2005). X X X X
Regulations on customer service, claims and conflict resolution (2002-2005). X X X X
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Considerationsfor a Training Needs Assessment

As a regulatory inditution, IRDA needs a cear undergtanding of its various roles (what to
regulate; how to regulate; what to supervise, how to supervise, what to control; and how to
contral). Given the nature of the new insurance indudtry in India, training for IRDA management
and daff needs to include modern concepts and techniques, procedures and practices that are
conggtent with internationd developmentsin insurance.

At the high management levd, training should focus on the nature and expectations of an
insurance regulator of both private and public sectors. IRDA will eventudly have to regulate
inurance-type schemes (even those with different names) managed by micro-finance
inditutions, trade unions and nontgovernmental organizations. IRDA aso hopes to regulate
pensons. Further, insurance (and pension funds and pension asset management companies) is a
component within the larger framework of Non-Banking Financid Intermediaries.

At the daff levd, training should be comprehensve and take place a al levels. For ingance,
regarding regulations traning on comparative sources of ingpiration, internationa standards,
drafting, transaction costs implications for the indudry, implementation directives
adminigrative interpretation, and record of inquires and replies.

The training program should be systematic for insurance and eventudly for pensons It should
be phased in a mid-teem program of increesng levels of complexity. IRDA needs to obtain
support for its training needs from international and bilaterd financid and donor agencies, but
ads from inditutions such as the NAIC, Internationd Association of Insurance Supervisors, |1F
andI1C.

It is hoped that the programs in the NIA and IIM a Bangdore will be outpacing the market and
will be developing useful training programs for regulators and industry dike.

There is little that USAID itsdf @n do to promote the broadening and deepening of the market.
However, IRDA with the proper technica assstance from USAID can sarve in that capacity
gnceits charter includes the development of the insurance sector.

The mgor role that USAID can play would be supporting IRDA’s efforts to promote the creation
of aRating and Statigtica Organization by the insurance companies.

Also, targeted workshops for the IRDA and the industry on products designed to meet market
needs would be useful.
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ORGANIZATIONSVISITED

USAID — Washington, DC including Asiaand Near East Bureau
National Association of Insurance Commissoners— Washington, DC
Internationa Insurance Federation -- Washington, DC
Internationa Insurance Council -- Washington, DC
International Monetary Fund -- Washington, DC
Internationa Finance Corporation — New Delhi
USAID/India— New Ddhi
Mission Director
Deputy Mission Director
Office Director, Program Development and Economic Growth
Office of Population, Health and Nutrition
Office of Socid Development
Chairman and board members, Insurance Regulation and Devel opment Authority
Joint Secretary to Government of India, Minigtry of Finance
Confederation of Indian Industry
Employees State Insurance Corporation
New Indian Assurance Company
Actuarid Society of India
Ingtitute of Chartered Accountants of India
Indtitute of Insurance Surveyors and Adjusters
Taiff Advisory Committee
Life Insurance Corporation of India
ICICI — Prudentid Life Insurance Company
HDFC — Standard Life Insurance Company
Dabur — CGU Life Insurance Company
Nationd Insurance Academy
Indian Indtitute of Management a Bangdore
Sanghami — Rurd Financid Services
Myrada— Micro-Finance
Basx Micro-Finance
Share Microfin, Ltd.
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ANNEX TWO
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INDIAN HEALTH SECTOR ANALYSIS

India reached a population of one billion in the year 2000. A decline in the fertility rae is likey
to show a gradud decrease in population growth. The demographic profile of India is that of a
young population with 33 percent below age 15. However, people over 60 years of age (around
6.3 percent) are increasing. About 71.5 percent of the population (716 million inhabitants) lives
in rurd aess. The number of women per 1,000 maes is 960. The infant mortdity rate is
67.6/1000 of live births under one year.*

Although hedth conditions and hedth Saus have improved dramaticdly since Independence,
the remanding problems are monumentd. While a hedth trangtion tekes place in the mid and
upper echdons of society with increasing chronic and degenerative diseases, the vast mgority
dill suffers from widespread poverty-rdated diseases, including infectious, communicable, and
reproductive-related diseases, and under- and ma-nutrition. HIV/AIDS add to these problems
with epidemic proportions.

Healthcare facilities. The Indian hedthcare ddivery system is a public/private mix. Public
hedthcare is a shared responshility by the State, centrd and loca governments. State and loca
governments participate with 75 to 90 percent of the public hedthcare expenditure. There are
wide variations among states and within dates.

A complex aray of public hedthcare facilities (hospitals, dlinics, dispensaries, hedth centers,
laboratories, efc.) provides in-patient care for around 80 percent of the population. Vertica
programs of the Minigry of Hedth and Family Wdfare (MOH) ded with tuberculoss, maaria,
leprosy and HIV/AIDS. Mogt public hedthcare facilities are under-funded and under-staffed.
Extensve networks of hedthcare facilities are owned and managed by the two mandatory State
insurance schemes, the Centra Government Hedth Scheme, CGHS, and the Employees State
Insurance Corporation, ESIC. ESIC's hospital network is the largest in the country. Public
employer-based schemes such as rallways, plantations, mining and universties, have ther own
closed healthcare networks.

In spite of the large public hedthcare infrastructure, access, effectiveness and qudity of care are
conddered low. Limited and dedining overdl public invesment in hedth and Sructurd
condraints in the public hedthcare ddivery sysem limit its effectiveness and has a negdive
impact on quality. Further, access is redricted by pervasve informa payment required a the
point of service. Primary hedthcare is consdered to be ineffective due to insufficient penetration
and lack of depth. People access hospitals without referrds from the primary hedthcare leve.

Private hedthcare facilities of dl sorts have flourished in the last decade, including hospitds of
al gzes and specidties, diagnogtics laboratories, and pharmacies targeting the middle and upper
levels of income. A number of private hospitals are recognized centers of excdlence in various
gpecidties. Large private employers dso own hedthcare facilities to service their sdf-insured
employees, dthough contracting with private providers is dso common. The private sector

4 National Family Health Survey-l1l, Health and Family Welfare, India, 1998-1999, International Institute for
Population Sciences, Mumbai, November 2000.
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dominates in outpaient care and in smdl hedthcare facilities. Unfortunatdly, this sector is
largely unregulated. Accreditation of hedthcare facilities by the MOH is consdered a token and
bureaucratic process. Monitoring, supervison and control, and re-accreditation ae largdy
absent.

Healthcare providers. In India, western medicine coexists with various forms of traditiond or
dternative medicine. Regrettably, private medica practitioners both in western and traditiond
medicine are largey unregulated and expanding. Licensng and registration processes are not
systematic. Monitoring, supervison and control of these practitioners is dso largely absent. The
magority of the people seek private providers for outpatient care. Since outpatient vidgits to public
fecilities involve some kind of payment, there is a preference for the private provider as payment
isviewed as an implicit contract for service that brings with it better attention.

The deficiencies and unregulated supply of hedthcare provison, both on the pat of hedthcare
fecilities and practitioners are mgor concerns in the Indian hedth sector, adversdy impacting its
competence and the qudity of care. This dtuation will be a mgor factor in the development of
hedth insurance in that it may complicate the purchasing of hedthcare services. Hedth insurance
companies will have to deveop networks and impose dsandards to ensure adequate and
professond trestment and minimum quality of care.

Healthcare Expenditures. Mogt documents on the Indian hedthcare sysem and its financing, as
well as those interviewed, refer to 6 percent of GDP (currently around US$400 hillion) as the
figure for tota hedth care expenditure® It is likdy that this figure will be revise to 4.5 percent of
GDP (now around US$ 18 billion) or US$18 per capita’® Public hedthcare expenditure is at
present put a less than 1 percent of GDP. This level of hedthcare expenditure is consdered very
low. The average expenditure leve for low and middle-income countries is 5.6 percent.
However, the basic didribution of hedthcare expenditure has not changed. What is darming is
the decline in public expending, manly affecting primary hedthcae and mantenance and
supply of public hospitas.

Tablel. INDIA: HEALTHCARE EXPENDITURES
(2000 GDP estimate: US$400 hillion)
Category 1993 Estimates 2001 Estimates
% USDollars % GDP % USDollars % GDP
Out-Of-Pocket 75 18,000,000,000 45 75 13,600,000,000 34
Pay-roll taxes 3 800,000,000 0.2 5 800,000,000 0.2
Public sources 22 5,200,000,000 1.3 20 3,600,000,000 0.9
TOTAL 100 24,000,000,000 6.0 100 18,000,000,000 4.5

® The 6% figure has been borrowed from the 1993 World Development Report on “Investing in Health”, and it is
based on 1990 estimates.
® The forthcoming Report ison Better Health System’ s for Indians’ Poor.
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Public expenditure needs to incresse a least to levels in previous years. The dlocation of public
hedlthcare resources should be directed to primary hedthcare, public hospitas, and diverted from
aubddizing mid- and high-income individuds, paticulaly public servants in the centrd
government. The high levd of Out-of-Pocket expenditures indicates that the public hedthcare
system is far from being free of charge, due to required forma and informd payments. All leves
of the population, including the poor, resort to private paid outpatient care. Out-of-Pocket
financing & the point of sarvice is an inefficdent manner of hedthcare financing, particularly for
the most vulnerable.

This inorganic hedthcare market offers ample potentid for the deveopment of hedth insurance.
Channding private hedthcare through insurance will require credtivity with appropriate
insurance products for different segments of the population involving control of informd
payments and the offering of ardatively comprehensve array of hedthcare services.

Healthcare Coverage. Roughly over 10 percent of the population is covered by public hedth
insurance schemes, socid security and employer-based sdf insurance. If one takes the tota
workforce and uses the information available under public sector coverage of hedthcare
financing and provison, the actud public sector coverage is merdly around 5 percent of the
workforce. This means that there is ample room for the development of a private sector hedth
insurance industry in tackling the workforce market.

Table 2. INDIA: PUBLIC SECTOR HEALTHCARE COVERAGE OF THE WORKFORCE
(Based on an estimate of aworkforce of 320 million)

1. MANDATORY Workforce Percent
1.1. PUBLIC SECTOR HEALTH Around 1.5 million workers and dependents
INSURANCE. CENTRAL (total coverage 4.5 million with an average of 0.46%
GOVERNMENT HEALTH 3 dependents) '
SCHEME (CGHS).

1.2. SOCIAL SECURITY. Around 6.6 million workers and dependents
EMPLOYEES STATE INSURACNE | (total of 30 plus million with average of 5 2.06%
SCHEME (ESIS) dependents).

2. VOLUNTARY
2.1. MEDICLAIM 1.8 million 0.56%
2.2. DISEASE RESTRICTED. No data available, but seems extremely

limited

3. SELF-INSURANCE

3.1. PUBLIC SECTOR UNITS. Around 5 million workers and dependents
(total coverage around 25 million with an 1.56%
average of 5 dependents)

Total 4.64%

The remainder of the population (90%) rdies on the public hedthcare sector and increasingly on
the ambulatory and in-patient services provided by the private sector. Around 80 percent of
outpatient careis provided by the private sector.

There are ggnificant variaions in hedthcare coverage from date to state and within gates in the
Indian Union. This is important for the hedth insurance industry. Strategies for penetraing and
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deepening the insurance markets will have to be tallored to the economic, socid and
infragtructure particularities of various sates and within sates.

Basc hedthcare datistics are consdered poor and inconsstent. Appropriate information on
morbidity, mortdity, clinicd outcomes, technology, types and volume of cases, and service
indicators, are essentid for the hedthcare sysem and for the development of hedth insurance.
The lack of adequate, chronologicd and sustained data could be an impediment for the hedth
insurance industry in busness planning, rates determination, and in desgning insurance
products. Mogt likely, insurance companies would have to develop their own data, hopefully
under standardized forms required by IRDA.

There are mgor problems related to equity, qudity of care, and accountability in both the public
and the private sectors. The MOH is congdered inefficient in its role as supervisor of the qudity
of cae (licendng, accreditation) and in sdating and implementing dinicd and managerid
protocols.

Proper licensng and accreditation processes duly implemented ae criticd factors for the
development of sound hedthcare systems. Ther absence will affect the development of proper
hedth insurance. The burden of redructuring the hedthcare system, at least partidly, would be
borne by insurance companies while building up their own networks, sandards and systems.

The public sector manages a complex system of hedth insurance, that includes mandatory closed
hedth insurance for centrd government employees, a mandatory socid security scheme for low
income industrid workers, two voluntary open limited hedth insurance schemes run by the two
State Insurance Companies, and sdf-insurance at selected State-owned enterprises and other
entities (public sector units). The entire system covers only around 45 million people, or 4.5
percent of the population.
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Table3. INDIA: PUBLIC SECTOR HEALTH INSURANCE SCHEMES. Comments.

1. MANDATORY

1.1. PUBLIC SECTOR
HEALTH INSURANCE.
CENTRAL GOVERNMENT
HEALTH SCHEME (CGHS):

Provides comprehensive medical care to central government
employees and families. A privileged and closed health insurance
scheme essentialy financed by the Central Government with
minimal contributions by the beneficiaries. Covering around 4.5
million workers and dependents, it is reported to have problems
of access and of quality. There is atendency to abuse with
excessive use of hospital-based specialist consultations. Long
waiting lists, inadequate supplies of staff, medicines and
equipment and less that desirable hygienic conditions at
healthcare facilities leads to extensive use of private providers at
fee-for-service reimbursement and selective treatment abroad.

1.2. SOCIAL SECURITY.
EMPLOYEES STATE
INSURANCE SCHEME (ESIS):

Compulsory socia security benefit for low income workersin
the formal sector. Lower income only: basic monthly salary of
less than Rs 6.500.Covering around 35 million beneficiaries, it
provides preventive and curative care as well as cash benefits.
Health promotion and health education are components of the
healthcare package. Primary hedlth care is financed through
capitation and it is reported to be functional. Problems were
reported with financing and management of hospitals at the state
leve.

2. VOLUNTARY

2.1 MEDICLAIM.

Restricted healthcare product offered by the (State) Genera
Insurance Company and its subsidiaries. Restricted to hospital
and domiciliary care, isthe antithesis of comprehensive health
insurance excluding preventive and ambulatory care. An
indemnity-type of insurance, it has awidely acknowledged ill
record with late and partial reimbursements for the upfront
payment to providers by beneficiaries. The perception is that
Mediclaim is ineffective, and unsatisfactory for provides and
beneficiaries. Its low coverage of only 1.8 million indicates that
this scheme should not be the model for health insurance.

2.2. RESTRICTED
INSURANCE.

Offered by the (State) Life Insurance Corporation (LI1C) on
selected dreaded diseases. Very limited form of health insurance,
it follows the generd features of Mediclaim as indemnity-type
insurance. Covering only a number of diseases it does not seem
to imply asignificant dleviation of financia risk. Policies
restricted to a certain number of diseases. No data was provided
on coverage.

3. SELF-INSURANCE

3.1. PUBLIC SECTOR UNITS.
SELF INSURANCE

Comprehensive hedthcare and cash benefits offered by large
state-owned entities (public sector units) to its employees
(plantations, railways, mining, defense and security forces, and
universities). Healthcare facilities and salaried providers are part
of total company operating costs, and it is difficult to assess cost-
effectiveness and efficiency. Possibly high administrative costs
should lead to polling resources and rationalize costs. Coverage
is estimated at around 25 million people.
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The man outdanding issues relate to the questionable cost-effectiveness, efficiency and qudity
of care of the public sector schemes. With the exception of the ESIS that reaches a sgnificant
portion of low income workers and families in the forma sector as a socid security system, the
other schemes do not seem to be codt-efficient and therr coverage is minimd in reation to ther
burden to the public treasury and population covered.

There is ample room for reforming these schemes. Indeed, in doing so there is a potentid for
private hedth insurance and managed care organizations (MCO) to pool resources and organize
a better and more effective and qudity provison of hedthcare.

Additiona issues that would have to be tackled in the future if public insurance schemes come
under the full regulatory and supervisory authority of IRDA include:

Red cost accounting to determine the actua cost (explicit and hidden) of public hedthcare,
to expand services and coverage.

Reforming CGHS to expand coverage to dl civil servants, central and state.

Expanding the coverage of ESIC to groups of informa workers (rickshaws drivers, street
vendors, and others); and radng the digibility celling of ESIC to expand coverage. ESIC
management is dready planning to increase the digibility celing from Rps. 6,500 to perhgps
Rps. 10,000 or 12,000. ESIC has the ingtalled capacity and the resources to accomplish this
task. This expanson has a potentid of at least 10 percent of actua coverage, some 3 to 5
million people. ESIC is dready planning to encourage these groups to organize and seek
insurance protection from ESIC.

Studying the posshility of merging CGHI and ESIC, and some public sdf-insurance
schemes into a unified socid security system for the public sector.

Limiting the expanson of Mediclam as a hedth insurance product. It is widdy consdered
inefficient and has dready given a bad name to hedth insurance with dissatisfaction of
providers and beneficiaries due to late and partid reimbursements, and clams abuse and
fraud.

Improve the efficiency and effectiveness of public insurance schemes by pooling resources,
raiondizing in-house provison of hedthcare, and expanding contracting of persond and
non-personda services.

In spite of the fact that forma private hedthcare insurance is yet to develop, there is no question
that there are many schemes currently in the market, from company-based sdlf-insurance to
indpient and informa managed-care-type of financing and provison of hedthcare. The
flourishing of high-tech hedthcare facilities targeting the upper and mid levels of income usudly
comes dong with pre-paid or amilar financid incentives,

Regrettably, information is scarce, and there is a need for research into the various modes
curently in place. This will hdp IRDA and the potentid hedthcare insurance indudry in
ng the particularities of the Indian market.
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Many of the resources currently used by public and private corporate sdf-insurance schemes,
could be put to better use and rationadized by insurance companies and MCO through pooling of
financid resources and through sdect network of providers. Likewise, the existing corporate
hedlthcare can be maximized with better use of the ingtdled capacity, sdling of services, and
integration into networks. This could result in cod-efficiency and expanson of coverage and

sarvices.

Table4. INDIA. PRIVATE SECTOR HEALTH INSURANCE SCHEMES. Comments.

1. SELF-INSURANCE

Comprehensive healthcare and
cash benefits offered by large
PRIVATE entitiesto its
employees and dependents.

Similar to the case of public sector units' self hedlth insurance,
many large private companies have their own hedlthcare facilities
and sdaried providers to provide comprehensive hedthcare,
reimbursements and cash benefits to employees. There is no data
on costs and it is difficult to assess cost-effectiveness and
efficiency. Possibly high administrative costs should lead to

polling resources and rationalize costs, offering a vast window of
opportunities for the development of private health insurance and
MCO to serve this segment of the population and aleviate the cost
and burden of company owned healthcare and uncontrolled
reimbursements. There are no statistics on population covered, but
industry estimates put it at around 5 million.

2. COMMUNITY-BASED INSURANCE

A variety of healthcare-related
services provided by non-
governmenta organizations and
micro-financing inditutions
mainly to the rura poor and to
some of the urban disadvantaged.

Although not accounting for much of hedlthcare provision, these
schemes however modest mean the only access to some kind of
preventive and curative care for a segment of the poor. A realistic
account put the population served a around 1% or 40 million.

3. HEALTH INSURANCE

3.1. Health insurance proper

On the financing side, hedlth insurance it is yet to develop with the
licensing of health insurance companies (none yet), the assessment
of the potential market, design of insurance products, and adegquate
but not cumbersome regulations. On the provision side, reliable
and quality hedthcare facilities and providers are required. The
highly devel oped network of private hospitals and laboratories of
excellence targeting the affluent could be a start. The challenge for
the regulators and for the industry is the expansion of hedlth
insurance. Although there is an acknowledged potential market,
there is reluctance on the part of private insurance companiesto
enter into the market so far.

3.2. Managed care

There are accounts of avariety of models use by private hospitals
to attract a congtituency with pre-paid mechanisms that need to be
researched, confirmed and systematized. These schemes could
serve as the base for the development of managed care by pooling
resources and systematizing the infrastructure and use of use of
consultations, ambulatories, laboratories, and referrals to
secondary and tertiary levels of care.
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Among our congderations were a number of issues ancillary to the main themes of technica
assigance. For example, passing of the IRDA Act ended the State monopoly of insurance in
India and opened the door for the involvement of private insurance in which it should become a
public and private mix. For a sound, far and competitive insurance market to develop, IRDA
needs to subject dl public and private insurance companies under its regulatory and supervisory
authority, with no exceptions.

This is paticularly important in the case of hedth insurance and managed care. All insurance
companies, and dl operations that entail financid risk transfer related to hedthcare should be
under the jurisdiction of IRDA. Currently, the State Generd Insurance Company offers
Mediclam under its own regulaions, the Life Insurance Corporation of India offers disease
redtricted insurance under its own Act and regulations;, the Employees State Insurance Company
offers hedthcare as pat of its socid security mandate for low-income workers in the formd
sector; corporate self-insurance hedthcare schemes operate under company law and have not
been subject to IRDA regulation. The same is pertinent concerning hedthcare financid risk
management schemes by micro-finance entities and nortgovernmenta organizations.

There is a clear perception that one of the mgor problems in the hedthcare sector is the
unregulated and low quality of providers. It seems obvious that the MOH needs to improve in the
licenang and accreditations procedures to ensure minimum qudity of cae Licendng of
hedthcare professonds including physcians, nurses, technicians both in western and traditiond
medicine, and accreditation and re-accreditation of dl hedthcare fadilities, incuding hospitas,
clinics, ambulatories, pharmacies, laboratories, and other types of hedthcare providers need to
follow modern procedures and should be a priority.

Since adequate supply of hedthcare providers is critical for hedth insurance and managed care,
IRDA needs to establish forma coordination mechanisms with the MOH to support urgently
needed efforts to upgrade licenang and accreditation, and to require and dlow only licensed
hedthcare professonds and accredited hedthcare facilities to be used by hedth insurance and
managed care systems.

Sdf-Regulatory Organizations (SRO) like the Indian Medical Association, the Medicd Council
of India, and other professona associations such as those for pharmacies, laboratories, nurses,
etc,, need to play a key and active role in standardizing and upgrading the practicing standards
and procedures with drict qudification requirements and with continuous education programs
for re-licensing. These procedures should be duly designed, properly monitored, and supervised.’
Consumer groups and issue-specific associations such as cancer, diabetes, and leprosy societies,
should adso play role in consumer awareness and in contributing to demand the raising of
delivery standards of care.

There is an obvious role for IRDA as the insurance regulator in intervening and intermediating
with the MOH and with various sdf-regulatory organizations in the hedthcare sector (councils,

" A recent initiative for continuous medical education by the Indian Medical Association has been criticized for lack
of proper design and absence of monitoring capacity.
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societies, and associations) to introduce fundamental reforms in the hedthcare delivery system to
enhance quality of care and to support the development of the hedlth insurance industry.

At present, public, private busness and non-governmental sectors, appear to be operating various
schemes deding with financid risk tranders tha could and should be consdered as hedth
insrance, as wdl as various pre-pad schemes that could and should fit within a definition of
managed hedthcare. Combinations of hedth insurance and managed care could be possbly
found in both public and private corporate sdlf-insurance schemes (see Annex 1). The nont
governmental sector, and to some extent some micro-finance operations that include some hedth
protection ae dso forms, dbet incipient, of hedth insurance. Different names given to these
schemes should not prevent IRDA from regulate them in the near future under a conceptud
definition of headth insurance and managed caring.

It would be most important to conduct research into these various schemes to mode them. These
models could serve the hedth insurance and managed hedthcare indudries for a good
understanding of the current informa markets, and to design insurance products accordingly.

Private insurance companies and MCOs can play a role in pooling resources for the purchasing
of hedthcare services from both the private sector and the public sectors. The private sector
would have to devise new and comprehensive hedthcare insurance product and avoid repeeting
theill-reputed Mediclaim experience.

A rough edtimate of the potentid market for private hedth insurance and managed care could be
put between 200 and 300 million people. This is condgtent with internationd experience where
private hedth insurance covers around 25 percent of the population. In the case of India
managed care could have a podtive impact in financing hospita-based care in a more systematic
and dficent manner than what it is currently done through various non-inditutiond
mechanisms. Hedthcare insurance can capture and sarvice many of the public and private
corporate self-insurance schemes.

This rgpid assessment of hedthcare insurance in India vaidates the following:
A. Key Policy Issues.

Current public hedthcare insurance schemes are fragmented, and operating with limited, if
any, coordination, and with very low coverage. There is no generd drategy to consolidate
the various schemes, to pool resources and to rationdize and upgrade the vast networks of
public hedthcare facilities.

All insurance schemes public and private, regardless of the exisence of Satutory acts, should
fdl under IRDA licensng, regulation and supervison and subject to the same operaing
terms and conditions in afair, competitive and regulated environment.

All privileges and subgdies favoring public insurance companies should be eiminated.

Public subsidies for premiums for the disadvantaged should be made available to public and
private insurance companies. There is an urgent need for reiable data on unit costs, operating
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cods, explicit and hidden subsdies to measure the financid effectiveness and efficiency of
the various hedthcare financing and deivery schemes currently in place for a full financid
and operational assessment.

A comprehensve nationd hedth insurance and managed care drategy with  proper
definitions is absent.

Desgning a policy towards public hospital autonomy is an issue that should be consdered by
Government to dlow and encourage the purchasing of public services with private financing
and maximize the use of ingdled capacity.

B. Key Inditutiond Issues

IRDA needs to improve its generd inditutiond capacity building with competent daff and
incorporating private sector experience.

IRDA should edablish a hedth insurance depatment with well-designed functions and
appropriate staff.

Training of human resources a dl leves in the public and private sectors in hedth insurance
and managed care is indispensable. Training should include public and private insurance
companies, IRDA, MOH, professonds such as lawyers, accountants, medical doctors,
nurses, pharmacies, hospital administrators, etc.

There is an urgent need for relidble data on unit cods, and operating costs, explicit and
hidden subsdies to measure the financid effectiveness and efficency of the various
hedthcare financing and ddivery schemes currently in place for a full finandd and
operationa assessment.

Current private hedthcare insurance schemes are limited and provide coverage for a limited
portion of the population. Severd outstanding structurd condraints could retard and limit the
introduction of properly regulated, forma and efficient hedth insurance and managed care
gysems, manly deding with the competence and qudity of the supply of hedthcare
delivery.

There are accounts of various nonrinditutionadlized mechaniams for financing and ddivery of
hedthcare that need to be researched, modeled and incorporated into the stream of
inditutional  hedthcare insurance and managed care. These mechanisms should be very
useful in developing the Indian hedthcare insurance market.

IRDA, in coordingtion with the MOH and other public and private inditutions, need to
promote the development of nationa hedlthcare statitics.
C. Key Regulatory Issues

A comprehensve, harmonized codification of insurance laws into a General Insurance Act,
with chapters for IRDA, insurance companies hedth insurance and managed care, etc., could
be most useful.
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IRDA should issue a regulation defining hedth insurance and managed care and setting basic
requirements for its performance.

IRDA should draft, discuss and issue a whole set of regulations related to hedlth insurance
and managed care mandaiory to dl public, private, micro-finance and non-governmentd
organizations involved in hedth insurance and managed hedthcare activities. IRDA should
indirectly regulate the agpplication of proper standards and procedures by providers engaged
by hedlth insurance companies and MCO.

IRDA should require al insurance companies engaged in hedth insurance should be required
to hire and contract with hedth care professonds (phydscians, nurses, pharmaciss,
laboratory technicians and others) subject to mandatory and drict licensng, continuous
education and periodic re-licensng reguirements, and with hedthcare fadlities (hospitas,
clinics, laboratories, pharmacies, etc.) subject to mandatory and drict licensang/re-licenang
and accreditation/re-accreditation procedures.

IRDA is cdled to play a complex and fundamentd role in regulating and supervisng hedthcare
insurance and managed care. To accomplish these functions properly, IRDA needs to build
capacity, competence and credibility as a sound, fair and able regulator. Technica assstance and
traning ae essentid to achieve this competence. There is an ample potentid market for the
development of hedthcare insurance and managed care with a promising expanson of coverage
a dl levds of income with cos-effectiveness and enhanced qudity of care. This market will
develop if dructurd condraints are leveled, proper but not burdensome regulations is put in
place, dl players are required to abide by the same rules and regulations, and prices are left to the
market to be determined under fair competition.

The current hedthcare sysem and the financing and ddivery of hedthcare are fragmented and
inditutionally reaching only 10 percent of the population. The affluent have access to first class,
high tech hedthcare. The vast mgority of the population relies on low qudlity, public hedthcare
and manly on private hedthcare on an out-of-pocket basis a the point of service, usudly by
unlicensed professona and non-accredited establishments. There is an unquestionable need to
properly develop a far and competitive hedthcare insurance market to expand accesshility,
coverage, codt-effectiveness and qudity of care. This should be part of a resolute, coordinated
and sysematic nationd policy to develop insurance and the non-banking financd intermediaries
(NBFI) sector.

The recommendation is to develop a broad and mid-term program of technica cooperation and
training to sudan the deveopment of the hedth insurance and managed hedth care industries in
India. Investment in technicd assstance and training is the most rewarding activity to ensure the
devedlopment of a wdl-regulated, far and competitive market, mobilize resources and expand
quality coverage.
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FURTHER INFORMATION ON CURRENT PENETRATION OF
INSURANCE PRODUCTS

India is a developing economy that offers a vast insurance market with its population in excess of
1 hillion. Demographic indicators reved that 25 percent of the population represents high and
middle income groups and the balance consst of low income, poverty and below poverty (BLP)
classfications. Great drides are being undertaken by the government, private sector and NGOs
in efforts to close these economic gaps. Certain of these programs are amed especidly to reduce
the proportion of the BLPs and in the enhancements of activities that will grow the numbers of
people the middle class.

The insurance industry was under the monopoly of five (5) date-owned inditutions consgting of
four (4) norrlife companies and one (1) life insurer. Additiondly the Generd Insurance
Corporation Ltd. (GIC), another dtate-owned company, acts as the principa reinsurer of the
industry.  Without competition, development of the nationd insurance market has been
proceeding & a dow pace. As a result, consumerism to insurance products have not been
developed nor pursued as an industry mission.

Approximately 75 percent of the population belongs to the economicdly “rurd” and “socid”
(“economicaly deprived’) sector. Industry prectitioners agree that insurance awareness and
regponsveness in this sector is minima and in a good number of the nation, nil. Indias laws and
policy legidations require the development of a sudanable nationa insurance growth and
mandate insurance companies to reach out and provide insurance coverage to the economicaly
deprived sector in aeffort to broaden and deepen insurance product penetration.

Current regulations define what conditutes “rurd” and “socid” sectors. We find no reason to
argue the wisdom of the present legd definition and/or classification.

The insurance industry recently opened its doors to private ownership. Despite the beginnings of
liberdization of the industry and the consequentid entry of privately owned enterprises, the
market remains to be dominated by the State-owned companies. This dominance will continue
consdering the enormous asset and reserve bases and vast distribution networks these companies
edablished during dl the years of monopolizing the industry. This dominance is further
reinforced by the fact that the liabilities of the state-owned Life Insurance Corporation (LIC),
and in the same token dl the state-owned insurers, are guaranteed by the Government of India

It is not easy to perceive tha current and future regulaions of the insurance industry will reduce
its focus on the dominance of the state-owned companies. On the other hand, we have every
reason to believe that privatdly owned insurers and prospective investors are aware of this
environment and that they are adequately gpprised of the nature and the leved of playing fidd in
which they ae to operae and survivee We can only hope tha regulations shal be most
transparent, unprgudiced and fair especidly as the industry shapes itself as a free market during
these trandtory years. Encouragingly, the privatdy owned insurers with whom we have visted
echo the common confidence that, over time, the IRDA will counter-balance the private sector’s
inherent disadvantages vis-&vis the current public sector environmen.

56



T.0.4#: OUT-PCE-1-820-00-00006-00 October 19, 2001 KPMG Consulting

In assessing the efficacy to which the industry is making efforts to reach out to Indias
economicaly deprived class, the team devoted much time and effort assessng the degree of
nationd insurance awareness and learning the exiding systems of product didribution, the
product mix, and after sales services as they impact this market. We gave particular emphasis on
the rura and socid sectors. The maingtream product accessible to this sector, understandably, is

group insurance that is accessible to the labor and socid (protected) groups.
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FURTHER DISCUSSION OF EDUCATION, TRAINING AND RESEARCH

National Insurance Academy (NIA). Established in 1981 by the Government of India and
financed by the (State) Life Insurance Company of India It has excdlent faciliies in a
manicured campus. Mog, if not al, of the faculty is comprised of practitioners with experience
with State insurance companies, mainly a LIC. NIA cdams to be patidly sdf-aufficient. NIA
provides forma training and offers certificates to managers and executives in the State insurance
system. NIA officas expressed an interest in sarvicing the entire insurance industry. However,
there was some reluctance for expanding training leading to certificates because of the fear that
graduates may go to the private insurance sector. This contradiction is illudrative of the
difficulties that treditiond traning centers funded, financed, staffed, and dedicated to the State
insurance companies will have in adgpting to a new insurance environment. Not surprisngly,
some people a NIA mentioned that they see no differences between state and private insurance.

NIA should be prepared for a possble lack of interest in its training services by the privae
sector. It is possble that most of its faculty and the current curriculum would not be suitable for
the type of traning that foreign insurance companies have aready developed for ther actua and
potentia aff. NIA should try to update its training with a fresh influx of private sector concepts
and procedures. Given NIA's financid dependence on LIC, this approach may not be feasible.
NIA might end up fulfilling its current role of trainer of daff for the State insurance companies.
However, a least the use of the infrasiructure should be consdered by the private sector for
training programs of their own cadres.

Insurance research has a long-standing tradition in India There are many papers published by
vaious inditutions involved in traning and education. Undergtandably, insurance research was
limited and financidly dependent upon State insurance companies. Research papers are largdy
descriptive, based on documents or secondary information, and centered in the experience of the
State insurance companies during the State insurance monopoly (1972-1999).

References to the pre-monopoly times when there was a private insurance industry in India are
largely irrdevant in today's insurance environment. The insurance industry has undergone
profound and innovetive changes in the lagt ten or 0 years dl over the world. The development
of the new insurance industry in India brings with it a large demand for research. Research areas
could include:

Inventory and description of al current forma and informa insurance schemes in the market.

Inventory, description and modeding of al hedth insurance-rdated schemes that involve (@)
tranders of financid risk for hedthcare expenses and (b) managed-care type of hedthcare
financing that does not involve mere reimbursements. This research should include al what
is conceptualy hedth insurance or managed care provided by the public sector, the private
sector, regardless of what the schemes are called.

Insurance market studies and market smulations.
Insurance cost analyses, particularly in the public sector.
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Insurance practices (however they may be cdled) used by micro-finance inditutions, trade
unions and norn-governmental organizations.

State subsdies.

Vauation of insurance portfolios.

Asset vauation of investments by insurance companies.

Solvency studies of public and private insurance companies.

Corporate governance and disclosure practices by insurance companies.
Data banks and financid and demographic satistics (mortdity and morbidity).
Population income surveys.

Insurance needs surveys.

IRDA should establish it own high level Research Department.
2.3. Education

At the universty levd, given the actud and potentid importance of insurance in the Indian
economy, the subject matter should be incorporated into the curriculum of various professions,
for example, in law, economics, busness adminigration and gpplied mathemétics for actuaries.
Present courses on insurance should undergo a profound revison, incorporating the new
legidation on insurance, the nature and role of IRDA, the content and implications of IRDA
regulations, the actud datus and prospects for the insurance market, comparative insurance
legidation and regulation, World Trade Organization standings on insurance and European
Union insurance standards.

Indian Ingtitute of Management Bangalore (IIMB). One of the severd Inditutes of Management
in India, it was established in 1973 as pat of the Government’s commitment to the development
of loca science and technology. With an impressve and modern campus, IIMB is consdered
one of the leading busness schools in India It aso has a faculty with academic degrees from
local and reputed foreign universties.

Forecasting demand for training in insurance, 1IMB has edablished a Center for Insurance
Research and Educetion. The Center is in an incipient stage with only one faculty member in
charge of its devedlopment. The objective of this Center is to engage in research and consultancy;
developing teaching materids, organizing workshops and seminars, conducting management
programs for prectitioners, and preparing graduste management graduates for insurance and
pension businesses. In July 2001, it organized with IRDA the 3" Asa Padific Risk and Insurance
Association Conference at [IMB.

Educationd establishments like the IIMB can play a vauable role incorporating insurance as part
of ther curricula. However, one must remember that insurance is a business conducted through
the continuous expangion, refinement, and assessment of risk management. State regulations and
Hf-regulatory dandards play a dgnificant, if not critical role. Practices, with procedures,
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manuas, and continuous managerid and marketing skills are nonsubgtitutable.  Therefore, the
role for forma educationd edablishments in training insurance companies daff is raher
limited. Insurance is a case in which the industry itsdf undertakes education and training quite
successfully.  This does not mean that there would be no cooperation and joint educational and
research endeavors between the industry and educational establishments. The suggestion is quite
to the contrary. However, these educationd centers would have to thoroughly upgrade and
update faculty, incorporating private sector concepts and practices and modern insurance
gandards into their educational programs.
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INSURANCE GUIDELINESOF THE ORGANIZATION FOR ECONOMIC
AND DEVELOPMENT (OECD)

Rule No. 1. Adequate prudentia and regulatory provisons should be enforced in order to ensure
the soundness of the insurance markets, the protection of the consumers and the dability of the
economy as a whole. Over-regulation should be avoided. The insurance regulaory framework
must be adapted to the characteristics of individua countries and encourage the stability, while
maintaining the necessary flexibility to meet developmentsin the market.

Rule No. 2. Sufficiently drict licenang criteria should govern the edtablishment of insurance
companies. Among these criteria, testing of the nature and adequacy of the financia resources of
insurance companies, in paticular through andyss of busness plan and the requirement for a
minimum leve of capitd (teking account of inflation) deserves particular congderation. Other
key requirements are related to the assessment of the ability of the company to meet legd,
accounting and technica requirements and last but not least requirement for a competent
management (fit and proper provisons).

Rule 3. The Underwriting of insurance risks should be redricted to the insurance companies,
which may transact insurance (and related) operations only. Life and nonlife activities should be
separated (in digtinct companies), so that one activity cannot be required to support the other.
The digribution of insurance products by entities from other sectors may be authorized. Tasks
associated with the activities and the dructure of financid conglomerates should be adequately
monitored.

Rule No. 4. Egablishment of foreign insurance companies should be based on prudentid but
non-discriminatory  rules.  Liberdization of cross-boarder operations, a least concerning
reinsurance and internationa risks, should be encouraged.

Rule No. 5. Adequate insurance contract laws should be established. Rules governing contractua
rights and obligations as wel as related sanctions, are essentid for the protection of both
contractud and third parties and indigpensable for the development of legd dahility. In the
absence of contract laws, the gpprova of policy conditions by the supervisory authority may
prove al the more necessary.

Rule No. 6. Due to crucid economic and socid role of insurance in the development of an
economy, condderation shoud be given to tax issues in the life insurance and pensions fidd in
transaction economies.

Rule No. 7. The edablishment of a supervisory body is essentid. The supervisors should be
professondly independent and properly trained and impartid. The supervisory body should have
aufficient personnd and financid resources as wdl as adequate powers (including sanctions) to
carry out its tasks.

Rule No. 8. The examination of records and on dte ingpections of insurance companies is a the
core of the work of the supervisor. An adequate reporting system is essentid to achieve this task
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properly. The secrecy of informatiion communication to and between supervisors should be
safeguarded.

Rule no. 9. Monitoring solvency and capitd rations conditute a key element of dynamic
supervison. But adequate tariffication and prudent provisons backed by reiable and equivaent
asets reman the fundamentd requirements for mantaning solvency. Adeguate busness
management and reinsurance activities are dso indigpensable to safeguard the soundness of the
companies.

Rule No. 10. Initidly a least, it may be advissble for economies in trandtion to request the
submisson of premium rates and insurance products for prior approva. Supervison of tariffs
and products should however be adgpted to the particular Stuation of each country and
reassessed at alater stage according to the development and progress of the market.

Rule No. 11. Supervisory authorities should teke adequate, effective and prompt measures to
prevent insurance companies from defaulting, and to arrange an orderly run-off or the trandfer of
portfolio to a sound company. Appropriate winding up procedures should be enforced. Under
certan conditions, and paticulaly if the nationd market comprises a sufficent number of
potentia contributors with broad spread of risks, the creation of a compensation fund could be
considered.

Rule No. 12. Standardized accounting rules are essentid to ensure the transparency and
comparability of financd dtudion of insurance companies. Adeguate insurance accounting
rules and requirements for reporting and disclosure have to be set as a priority action. The
compilation of datidtical data regarding the frequency and severity of losses is an essentid
condition for computing tariffs and technica provisons accurady. Tariffs should be based on
datistical data. Actuaria techniques are key components of insurance management; role of the
actuarial professon could be encouraged.

Rule no. 13. Invesment regulation should ensure that both security and  profitability
requirements are respected. It should promote the diversfication, spread and liquidity of
invetments portfolios as wedl as the maturity and currency matching of assets of assets and
ligoilities dthough some temporary dispensations to the last principle may be necessary. In any
case, account should be taken of the country’s current economic environment. Regulaions might
include a lig of admitted assets on which ceilings may be set and requirements on the way in
which investments should be va ued.

Rule No. 14. Regulatiion should not redrict free access to internationa reinsurance markets.
Compulsory sessions of risks to domedtic/nationa reinsurers should therefore be avoided. The
collection and monitoring of information reaing to reinsurance companies should be
established. Internationa co-operation is particularly important to obtain information and should
be strengthened.

Rule No. 15. Insurance intermediaries should be registered in order to ensure their compliance
with sdected criteria Insurance intermediaries should possess agppropriate qudifications and
provide adequate information to policyholders including disclosure of limits to ther
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independence such as ggnificant ties with insurance companies. Insurance brokers should
possess ether financid guarantees or professond ligbility insurance.

Rule No. 16. Compulsory insurance may be judified in respect of certain forms of socid
protection and might be consdered in other areas where the risks covered are particularly
serious, or where premium payments should be divided on an equitable bass among
policyholders group under consderation. Compulsory insurance is particularly recommended for
automobile third party ligbility. Guarantee funds could be crested to compensate victims when
there is no insurance cover. Tariffs for compulsory insurance should be based on ddtidtica data
Adequate monitoring systems should be esablished. Compulsory insurance should not be
restricted to former monopolies or state owned companies.

Rule No. 17. Regulations should dlow for far competitions within the insurance and reinsurance
market. The process of dismantling monopolies and the privatization of government owned
insurance companies should be strongly encouraged.

Rule No. 18. The activities of insurance companies in the pensons and hedth insurance fields
should be encouraged within an appropriate regulatory and supervisory framework. Regulations
should endeavor to ensure fair treatment between al private companies operating in al aress.

Rule No. 19. Governments should strengthen cooperation in order to exchange information on
insurance regulation and supervison, faclitate the monitoring of the activiies of foreign
insurance and reinsurance companies and promote the development of sound, modern and open
insurance markets.

Rule No. 25. The insurance industry should be encouraged to st up its own business guiddines
and to develop adequate training dructures. Sdf regulatory principles and organizations,
including professiond bodies, can complement usefully the public supervisory structure.

Note The above guiddines are included in the December 14, 1960 Paris convention of the
Organization for Economic Cooperation and Development and came into brce on September 30,
1961 for the origind member countries. Article 1 of the Convention dates that OECD shdl
promote policies designed:

To achieve the highet sugtainable economic growth and employment and a risng standard
of living in Member countries, while mantaining finenca ability, and thus contribute to
the development of the world economy.

To contribute to sound economic expanson in Member as wel as non-member countries in
the process of economic development, and

To contribute to the expanson of the world trade on multilatera, non discriminatory basis in
accordance with international obligations.
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